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They're on every desk in your office. They're one of the 


largest computer investments your company can ma! 


Yes, choosing a desktop is a major decision. Com¬ 


panies are looking deeper than specs for real business 
solutions. Do they have the technology you need? 
Are they flexible enough to change and grow as 
your company does? Can you manage them easily 
and cost effectively? 

At Compaq, we understand your need for answers. 


It's reflected in every feature and innovation we've 
designed into the newest Compaq Deskpro line. 

Inside the Deskpro 2000, 4000 and 6000 series 
you'll find the type of innovative thinking that's made 
Compaq the industry leader in desktops. Useful 
innovation that will satisfy your changing needs. 
Technology configured to allow your end users to do 
more faster. Improved Intelligent Manageability for 
even greater control over your desktops from a single 
location. New aggressive pricing, the most aggressive 


cost of ownersh 


The new Deskpro line. They're unlike any other desk¬ 
tops on the market. Because we believe innovation 
should extend far beyond a spec box. Don't you? 
For mo|e information about the Deskpro series and 


rest you, visit us at www.compaq 


.com, 


ler nea 


products/desktops, or call 1-800*345'1518 







COVER PHOTOGRAPH BY DAVID STRICK/OUTLINE; PHOTOGRAPH ABOVE BY ROBERT HOLMGREN (MCCRACKEN) 



Cover Story 

66 THE SAD SAGA OF SILICON GRAPHICS 

Just a couple of years ago, no computer 
maker was flying higher than sgi. It 
was big in the movies, sales were 
soaring, and its sexy image was the 
envy of the industry. But sgi execs got 
drunk on success. They neglected their 
bread-and-butter computer business, 
ignored basics such as marketing and 
inventory control, and spent lavishly. 
Now, the company that defined the 
future wonders about its own 

News: Analysis & Commentary 

28 THE PRICE IS STILL RIGHT 

Measured by forward-looking yardsticks 
that reflect the changing economy, 
stocks have room to grow 

30 A DARK KODAK MOMENT 

Fuji’s surprise assault helps stall the 
company’s turnaround—and wallops its 
stock 

32 PROFESSOR MILKEN’S LESSON PLAN 

His Knowledge Universe seeks to be a 
big player in education, tech consulting, 
and training 


34 COMMENTARY 

The experience of a reporter’s father 
adds to a recent study that shows how 
frail seniors get short shrift from hmos 

36 A BREAKTHROUGH FOR EPILEPTICS 

Cyberonics’ anti-seizure device could 
revolutionize treatment—and send the 
company’s fortunes soaring 

38 A BANK AT NEARLY ANY PRICE 

Expansion-minded banks are being 
forced to pay big multiples of book 
value for attractive acquisitions 

38 ‘DISASTER’ FOR MOTOWN’S PAPERS? 

After a bitter, two-year battle, Detroit’s 
two dailies may be forced to rehire 
strikers in what would be a major defeat 

40 COMMENTARY 

Does anyone really believe that 
matchbox-size office cubicles promote 
productivity and teamwork? 

42 IN BUSINESS THIS WEEK 

International Business 

46 SOUTH KOREA 

Carmaker Kia’s debt crunch signals that 
the crisis among the giant chaebol could 
spread to the banking sector 


46 SOUTH KOREA 

Lee Hoi Chung is a hard-case 
reformer—and he looks ready to win 
the presidential elections in December 

51 CHINA 

Incensed by Disney’s Tibet movie, 
Beijing may be freezing the company’s 
tv and film projects 

54 GERMANY 

The merger of Vereinsbank and Hypo- 
Bank creates a Bavarian behemoth— 
and could be a model for other deals 

56 INTERNATIONAL OUTLOOK 

Latin America: Europe is dominating 
trade via the fast-growing Mercosur 
group, led by Brazil and Argentina 

Economic Analysis 

20 ECONOMIC VIEWPOINT 

Becker: Let vouchers and market forces 
undo the damage wrought by 
government meddling in housing 
22 ECONOMIC TRENDS 

European joblessness and the Fed’s 
success, higher education among 
multiple jobholders, confirming 
the value of stock buybacks 


2 BUSINESS WEEK / AUGUST 4, 1997 

























DON’T WORRY, 
RE BULLISH 
Given the strong 
economy, the 
market still has 
room to run page as 


MILKING THE RUNUP 
Glory days on the New York 
Stock Exchange page 58 


EISNER 
TALKS 
The CEO 

offers frank 
insights 
about Disney 

page 73 


COVER STORY 

SILICON 

GRAPHICS 

What went wr ong 
at the company 
that once made 
people say“gee 

whiz” page 68 


25 BUSINESS OUTLOOK 

As long as productivity continues to 
sustain the economy’s ability to grow 
without inflation, Fed Chairman Alan 
Greenspan is likely to stay sanguine 

Government 

45 WASHINGTON OUTLOOK 

In the wake of all the Republicans’ 
internal feuding, Gingrich is on thin 
ice—and so is the gop agenda 

Finance 

58 THE BOOMING BIG BOARD 

It’s 11 Wall Street, not London or 
Tokyo or NASDAQ, where many of the 
world’s leading companies want their 
stocks listed. Under Chairman Dick 
Grasso, the New York Stock Exchange 
has regained lost ground and then 
some—snapping up the startups that 
were once nasdaq’s livelihood 
62 AN UNLIKELY LIFER FROM QUEENS 
Dick Grasso isn’t your typical New 
York Stock Exchange chairman 
65 INSIDE WALL STREET 
95 INVESTMENT FIGURES OF THE WEEK 


Media 

DEFENDER OF THE MAGIC KINGDOM 

Disney’s chairman talks about the ABC 
acquisition, the disappointing box office 
of Hercules, and a succession plan 

The Corporation 

76 IS RICK SCOTT ON THE CRITICAL LIST? 

The FBI is investigating, and 
Columbia/HCA’s stock is tumbling. The 
hard-driving CEO may have made too 
many enemies—including his own board 

People 

79 BATH & BODY’S BETH PRITCHARD 

The workaholic CEO has big plans for 
her specialty chain—$3 billion in sales 
in five years and expansion abroad 

Science & Technology 

81 DEVELOPMENTS TO WATCH 

Warp-speed computer graphics, 
clarifying giant video, tools for the 
digital painter 


82 TINY PARTICLES, BIG DILEMMA 

The air pollution data aren’t crystal 
clear. So should the epa be making 
rules? 

Personal Business 

86 INVESTING: Corporate bond yields 
HEALTH: Marathoning in midlife 

Features 

4 UP FRONT 
8 READERS REPORT 
8 CORRECTIONS & CLARIFICATIONS 
14 BOOKS 

Smith: The Colonel: The Life 
and Legend of Robert R. McCormick 

16 TECHNOLOGY & YOU 

The writer barrels down an automated 
highway in a car that really drives itself 

93 BUSINESS WEEK INDEX 

94 INDEX TO COMPANIES 
96 EDITORIALS 


Let the economy keep cruising 
Silicon Graphics’ cautionary tale 
NYSE vs. NASDAQ: Consumers will win 

BUSINESS WEEK ONLINE: Internet: www.businessweek.com America Online: Keyword: BW 


DEBT MESS 
In Korea, the bill 
comes due for 
decades of sloppy 

lending page 46 


SUDS AND STUFF 
Beth Pritchard is 
making a real splash 
in the bath page 79 


BUSINESS WEEK / AUGUST 4, 1997 3 


























{CLOCKWISE FROM TOP LEFT) PHOTOGRAPHS BY ERNIE COX JR./CHICAGO TRIBUNE' 
KATHERINE LAMBERT; RAY STUBBLEBINE/REUTERS; ILLUSTRATION BY GARY ZAMCHICK 


Up Front 


EDITED BY PAT WECHSLER 

AIRLINE WARS 

THIS GOP TAX DUEL IS AT 35,000 FEET 


SPEAKER OF THE HOUSE NEWT 
Gingrich may be fighting off 
conspirators, but he hasn't 
lost his knack for leading a 
lobbying effort. 

This time, the old friend 
of small business is on the 
side of the big corporations 
in a turbulent Hill fracas over 


whether major airlines or the 
small regionals should bear 
the brunt of planned hikes in 
the airline tax. The Geor¬ 
gian's allegiance isn’t so star¬ 
tling, since Atlanta is home 
to Delta Air Lines. Defending 
regional and smaller national 


services, such as Southwest 
Airlines, is Senate Majority 
Leader Trent Lott (R-Miss.). 

The Gingrich forces have 
already persuaded the Sen¬ 
ate to drop its proposed levy 
on domestic legs of interna¬ 
tional routes—which would 
have raised taxes on the ma¬ 
jors $1 billion over 
five years. And they 
likely will prevail with 
a Gingrich-backed plan 
to cut the airline tax 
from 10% to 7.5% 
while imposing a $2 
per passenger fee for 
each leg of a flight. 
Analysts think this 
scheme would shift 
more of the burden 
onto smaller carriers. What¬ 
ever the solution, the indus¬ 
try seems destined to shoul¬ 
der a large chunk of the new 
taxes needed to offset gop 
cuts—about $3 billion extra 
over five years. Mary Beth 
Regan , with Wendy Zellner 



TALK SHOW UThe recent performance of the American 
economy, characterized by strong growth and low inflation, has 
been exceptional—and better than most anticipated... V 
—Federal Reserve Chairman Alan Greenspan, testifying before 
a House banking subcommittee 



PROXY FIGHTS 


OFF WITH 

SAILIE MAE’S HEAD? 

DISSIDENT SHAREHOLDERS OF 
the Student Loan Marketing 
Assn. (Sallie Mae) appear 
very close to achieving the 
impossible: winning a proxy 
battle against an entrenched 
management. 

On July 31, shareholders 
will elect a new board of di¬ 
rectors. Going in, the insur¬ 
gents have the support of at 
least five large mutual funds 
controlling 39% of Sallie 
Mae's outstanding shares. 
Their already impressive 
strength was expected to be 


HOUGH: bolstered on July 

Calling for 24 when Institu- 
backup tional Sharehold- 
er Services was 
set to make a 180-degree 
turn on its previous support 
of Chief Executive Lawrence 
Hough and recommend that 
shareholders vote for the 
dissident candidates. Led by 
former Chief Operating Offi¬ 
cer Albert L. Lord, the dis¬ 
sidents have been demand¬ 
ing a more aggressive pace 
as Sallie Mae privatizes from 
being a quasi-governmen- 
tal—although publicly trad¬ 
ed—entity that buys student 
loans from banks for its own 
portfolio or for resale to 
investors. 

In recent days, Hough has 
pulled out all stops defend¬ 
ing his turf—even persuad¬ 
ing John Neff, the legendary 
Vanguard Group fund man¬ 
ager, to come out of retire¬ 
ment and join his manage¬ 
ment-backed slate. He also 
has vowed to resign if his 
slate is elected and has hint¬ 
ed at a further shakeup of 
top management. Dean Foust 


BELLY FLOPS 


l-WAY PATROL 

APPLE'S UHLIKELY 
GUARDIAN AH6ELS 

SOFTWARE PIRATES OFTEN 
distribute their booty to com¬ 
puter users on the Net un¬ 
able—or unwilling—to pay full 
price. But software aficiona¬ 
dos—some of whom admit to 
pirating—are being un¬ 
usually merciful 
to foundering 
Apple Com¬ 
puter. Many, 
in fact, not 
only promise to 
refrain from plunder¬ 
ing but are going so far 
as to monitor bulletin 
boards to discourage 
postings of pirated versions of 
the recently released Macin¬ 
tosh operating system, OS8. 
Says Apple spokesman Rus¬ 


sell Brady: "I've never heard 
of anything like this before." 

Its defenders have decided 
that Apple must stay alive—if 
only to be a thorn in the side 
of their archenemy, William 
H. Gates III. “If you decide 
to... use a pirated version [of 
OS8], you'll be stating that you 
don't care about Apple's suc¬ 
cess, and you're also making 
B. Gates's life a whole 
lot easier," chides one 
hacker's posting. 

To protect OS8, 
which hit stores on 
July 22 at $99, com¬ 
puter hackers 
are setting boo¬ 
by traps. One 
electronic mis¬ 
sive warns that 
some downloads labeled OS8 
are actually computer-killing 
viruses. And so keelhauling 
evolves. Roy Furchgott 



A SLIPPERY HOCKEY DEAL 


JOHN SPANO'S $165 
million purchase of 
the New York Is¬ 
landers hockey 
team was unravel¬ 
ing long before his 
arrest July 23 on 
charges of bank 
and wire fraud— 
in fact, before the 
deal even closed. - 

In early April, Fleet Bank 
went to closing on an $80 
million loan to the 33-year- 
old businessman. There was 
one problem, according to 
lawyers involved in the case: 
The bank never received the 
$7.6 million Spano was to put 
on reserve to cover future in¬ 
terest payments. 

The team's owner, John 
Pickett, should have been 
paid $16.8 million that day as 



ISLANDERS: No sale 


well. He signed 
off on the deal 
anyway, taking 
Spano's word that 
the money would 
be forthcoming. 
After all, Spano 
was the owner of 
Bison Group, a 
profitable heavy- 
equipment leasing 
and had never 
payment on his 


company, 
missed a 
mansion. 

It is unclear when Fleet 
management discovered that 
Spano never paid up. One 
source claims it did not 
catch on until June. Fleet 
would not comment, but a 
spokesman did confirm that 
the bank only began de¬ 
manding the money in early 
July. Jeanne Dugan 
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car were one of the half-million a year damaged because of deer, 
would you know a good shop to hammer out the dings and dents? Your Allstate 
Agent could help you find one. Plus Allstate will back the workmanship for as long 

as you own your car. Being in good hands is the only place to her 




/instate 

You’re in good hands. 





Up Front 


DRAWN & QUARTERED 


AFTERLIVES 


WAS THIS TOBACCO CEO AHEAO OF HIS TIME? 


MICHAEL MILES MAY NO 
longer be chairman of Philip 
Morris, but in at least one 
way, his legacy lives on. In 
1994, the company’s board 
ousted nonsmoker Miles, per¬ 
ceiving him to be a less-than- 
forceful advocate for ciga¬ 
rettes. His replace¬ 
ment: pro-tobacco 
hard-liner Geoffrey 
Bible, who is now a 
key player in the 
industry’s proposed 
deal with anti-to¬ 
bacco forces. 

Ironically, how¬ 
ever, Bible may 
now simply be car¬ 
rying out, albeit un¬ 
intentionally, 
maligned predeces¬ 
sor’s vision. Despite the lack 
of success of lawsuits in the 
early ’90s, Miles says that as 
CEO, he had already begun to 
discuss with Philip Morris’ in¬ 
ner executive circle the no¬ 
tion of a comprehensive set¬ 
tlement. At the time, he felt 


that some kind of resolution 
would have brought a degree 
of certainty to the industry. 
“Every time there is a big 
suit, Wall Street takes a deep 
breath,” Miles says. What 
stopped Miles and Philip 
Morris was an inability to 
identify a group 
powerful enough 
with whom to ne¬ 
gotiate. Philip Mor¬ 
ris declines to 
comment. 

So how big a be¬ 
liever is Miles in 
tobacco’s future? 
He sticks to the in¬ 
dustry mantra that 
cigarettes are a le- 
days gal product with 
expansion possibil¬ 
ities abroad. Still, he isn’t ex¬ 
actly putting money where 
his mouth is: Last year, Miles 
exercised most of the 900,000 
Philip Morris stock options 
that he received as part of 
his $18 million golden para¬ 
chute. Josh Kaufman 




THE BOARDROOM 

FOREIGN ACCENTS 
WELCOME 

IN THIS GLOBAL AGE, U. S. 
corporations are seeking di¬ 
rectors who bring an interna¬ 
tional perspective. Although 
no good numbers exist, head¬ 
hunters such as Heidrick & 
Struggles’ Theodore Jadick 
claim that the 
anecdotal ev¬ 


idence shows companies are 
looking not only for directors 
who have worked overseas 
but also for those who were 
bom there, too. Asian candi¬ 


dates are in particular de¬ 
mand. Among the more 
prominent appointees over the 
last year: Hong Kong native 
Christopher Cheng, chairman 
of Wing Tai Holdings, to W. R. 
Grace’s board; Jan Leschly, a 
Dane who heads drugmaker 
SmithKline Beecham, to 
American Express; and 
Swede Percy Barnevik of 
Switzerland’s abb Asea Brown 
Boveri to General Motors. 

Still, companies prefer it 
when the execs are U.S.- 
based, says Russell 
Reynolds’ John Hawk¬ 
ins. Take Robert 
Lutz, Chrysler’s vice- 
chairman—a recent 
appointee to Silicon 
Graphics’ board. 
He’s Swiss-born, 
but doesn’t require a Con¬ 
corde ticket to get from De¬ 
troit to Silicon Graphics’ 
Mountain View (Calif.) head¬ 
quarters. Lisa Sanders 



ARMS BAZAAR 

A GHASTLY INFLATION 
IN CAMBODIA 

IN CAMBODIA, WHERE MORE 
than a million people died 
during Pol Pot’s reign, vio¬ 
lence comes easy. Yet ar¬ 
ranging a murder isn’t as 
cheap as it once 
was. Today, for 
$1,500, a young 
man will agree to 
smash in a desig¬ 
nated victim’s skull 
with a metal pipe 
in a motorbike 
drive-by. Just two 
years ago, such an 
attack would have 
cost $200. But with 
higher standards of living, 
particularly in Phnom Penh, a 
potential killer needs more 
incentive. No longer needing 
money for food and shelter, 



GUNS are pricier 


Cambodian hit men today are 
seeking the finer things in 
life. “Now, $1,500 is the price 
of a new Honda 500cc motor¬ 
cycle,” says one prominent 
Cambodian. 

The price of weaponry is 
up, too. At the downtown 
Phnom Penh market where 
automatic weapons, hand 
grenades, and land 
mines are hawked 
alongside farm 
goods, the cost of 
a used ak-47 has 
gone from $45 
two years ago to 
$85. Black market 
weapons are more 
scarce because Chi¬ 
na no longer fun¬ 
nels guns to partic¬ 
ipants in Cambodia’s civil 
war. Compared with the 
U. S., it’s still a bargain: In 
Dallas, an ak-47 would cost 
$3,000. Sheri Prasso 


THE BIG PICTURE 



U.S. AVERAGE FACTORY 
OVERTIME HOURS i 


'87 '88 '89 *90 '91 '92 '93 ’94 '95 *96 '97^ 
DATA: BUREAU OF LABOR STATISTICS *FIRST HALF 


9 to 5-AND THEN SOME 

It’s the boon-or curse-of an exuberant economy. Manufac¬ 
turing workers are piling up O.T. Here’s why: labor shortages 
in some industries and the preference among many employers 
to pay time-and-a-half rather than hire and train new folks. 


FOOTNOTES Average cost of compact disk, 1986: $ 17 . 55 ; 1997: $ 12.70 
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A BATTERY DOESN'T 


CARE WHERE YOU 
ARE, WHAT YOU'RE 
DOING, OR IF YOU 
EVEN GET THERE. 



SoflteOtl€ does. A notebook computer is 
no guardian angel. It is microchips, buttons, 
and batteries that don't know the meaning of 
the word "DELAYED.” So if you want to 
make sure your notebook keeps up with your 
itinerary, talk to AST® We'll look after you 
with a dedicated support staff that's available 
around the clock. As well as an optional 
24-hour replacement service that delivers 
anywhere in the United States* For more 
information about AST Ascentia ™ notebooks 
featuring Intel®Pentium®processors with 
MMX m technology, call 1-800-945-2278. 



Ascentia P 
Expansive 12.1" TFT 
display on all systems 
Up to 166 MHz 
Intel Pentium processor 
with MMX technology 
32 MB o7 RAM 
expandable to 80 MB 
Up to 3 GB removable 
hard disk drive 
Optional port replicator, 
mini-dock, or 
motorized full dock 
Extra-long life 
Li Ion battery 
Up to 64-bit 
PCI graphics and 
2 MB video memory 
Includes choice of 
Microsoft® Windows® 95 
and Windows NT® 4.0 



pentium® 


AST 

COMPUTER 

Working Jor your business~ 
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PERHAPS WE NEED 
A FEW MORE MICROSOFTS’ 

Whatever you might think about Bill 
Gates or Microsoft Corp., without some¬ 
one to show the way, most of our tele¬ 
phone and cable companies would still 
be sending out news releases about 
planned future meetings to discuss their 
possible future offerings (“Bill Gates, the 
cable guy,” News: Analysis & Commen¬ 
tary, July 14). Microsoft gets things done. 
Left to their own devices, the Tele-Com¬ 
munications Inc. and Bells of the world 
would continue as dinosaurs wallowing in 
the low-tech tar pits. Come to think of it, 
perhaps we need a few more Microsofts. 

John C. Schuler 
Portland, Ore. 

SINCE WHEN WAS LEISURE 
A LOW LIVING STANDARD? 

In “If Europeans Worked More.. .” 
(Economic Trends, July 14) you reason 
that Europeans have a lower living 
standard than people in the U.S. be¬ 
cause they “put in shorter work weeks, 
and enjoy longer vacations.” Say, I think 
we need a new definition of how that 
there standard of living is calculated. 

David S. Smith 
Annapolis, Md. 

DON’T FREEZE OUT 
ALTERNATIVES TO CFCs _ 

The U. S. Environmental Protection 
Agency, in combination with other gov¬ 
ernmental agencies, has been working 
hard to combat illegal imports of chloro¬ 
fluorocarbon refrigerants, and we ap¬ 
preciate your informing your readers 
about this issue (“The black market vs. 
the ozone,” Environment, July 7). 

However, you say the cost of retro¬ 
fitting older cars to use cfc alterna¬ 
tives can be as high as $1,200 and that 
recharging a vehicle with cfcs costs 
about $80. In fact, the vast majority of 
retrofits can be performed for $250 or 
less. And the $80 you cite to recharge a 
vehicle might cover the cost of the re¬ 
frigerant alone, but not include the cost 
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CORRECTIONS'& CLARIFICATIONS 

“The black market vs. the ozone” (Envi¬ 
ronment, July 7) incorrectly identified a 
replacement refrigerant for car air condi¬ 
tioners as HCFC 134a. The correct name is 
HFC 134a. 


of labor associated with the recharge. 

The article also fails to mention that 
converting to a cfc substitute will save 
the vehicle owner money in the long 
run, because recharging a vehicle with 
an alternative is less expensive than 
recharging with cfcs. The savings from 
choosing to convert will continue to in¬ 
crease as cfc supplies dwindle and 
prices escalate over the next few years. 

Christine Dibble 
Policy Analyst 
Environmental Protection Agency 
Washington 

VALUE AT RISK’ GAN PUT RISK 
BACK INTO MANAGEMENT _ 

The quantification of “value at risk” is 
no doubt an important and useful tool 
when properly applied and appropriate¬ 
ly used (“Taking the angst out of taking 
a gamble,” Finance, July 14). But in the 
hands of those who understand little 
about the nature of “implied” volatilities 
and confidence levels, many will fall vic¬ 
tim to the false sense of security im¬ 
pressive statistical programs promote. 
Inasmuch as this serves to distance 
management from more intuitive quali¬ 
tative judgments, the methodology it¬ 
self creates a whole new level of risk. 

Clay Caldwell 
CLA Financial 
Chicago 

SBC IS SPENDING BIG BUCKS 
TO INVITE LOCAL COMPETITION 

If SBC Communications Inc. is “not in 
the race” to open local phone networks 
and markets to competition, as Peter El¬ 
strom claims (“Why SBC shouldn't be the 
first Bell in long distance,” News: Analy- 
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Readers Report 


sis & Commentary, July 21), maybe it's 
because we are so far ahead of the pack. 

By the end of this year, SBC Com¬ 
munications will spend $1.2 billion on— 
and devote 4,000 employees to—opening 
our telephone networks to local com¬ 
petitors, in full compliance with the 
Telecommunications Act of 1996. No oth¬ 
er company in any industry has ever 
spent so much to invite competitors to 
take their customers. We have signed 
some 170 agreements with competitors 
in seven states allowing them to use 
our networks. The only thing stopping 
them from providing local service is 
their own commitment to competition 
in the less lucrative local marketplace. 

When it comes to complaints that SBC 
Communications is somehow hindering 
competition in the local market, our 
erstwhile competitors are just arguing. 

James D. Ellis 
Senior Executive Vice-President 
and General Counsel 
SBC Communications Inc. 

San Antonio 
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CALL OFF 

THE SMOKE POLICE_ 

There is only one major flaw in Paul 
Raeburn's logic in “Saving lives doesn't 
have to cost a bundle'' (News: Analysis 
& Commentary, July 14): Smokers 
choose to start smoking, and they 
choose to stop or continue smoking. Not 
only are smokers aware of the health 
risks of their habit, studies show that 
they overestimate the risks. 

In the case of little Jessica, she did 
not choose to be trapped underground 
and was not aware of the risks she was 
taking in her play. Patients under the 
knife do not choose to contract aids be¬ 
cause sterile conditions are not main¬ 
tained. Women over 50 should be made 
aware of the risks of breast cancer and 
of the benefits of mammograms, but 
they should not be taxed heavily or so¬ 
cially ostracized in an effort to coerce 
them to have mammograms. 

Certainly adult smokers should have 
those same rights and choices, even 
though Raeburn and the federal gov¬ 
ernment seem to think they shouldn't. If 
we begin trying to protect all adults 
from potentially risky behavior, we will 
not only bankrupt our nation, but we 
will live in a totalitarian state, which 
for most Americans is no life at all. 

Wanda Hamilton 
Miami Lakes, Fla. 

THE EXPORT-IMPORT BANK 
CARRIES ITS WEIGHT_ 

Your article “Dogged by Donorgate" 
(Finance, June 80) should have been ti¬ 
tled “The system works: diligent Ex- 
Im staffers save taxpayer dollars by re¬ 
jecting questionable risks.'' The Ex-Im 
underwriters are extremely deliberate in 
their approval process. If you try to ex¬ 
ert undue influence from above, you will 
find that management generally will not 
second-guess the underwriters’ decisions. 

Our clients are mostly small- and 
middle-market U. S. manufacturers, 
whose export businesses have grown in 
direct relationship with their use of ex¬ 
port credit insurance and other Ex-Im 
services. There is no evidence of “cor¬ 
porate welfare” in our portfolio. 

Ex-Im is far from perfect, but its ex¬ 
istence is essential in an economy where 
exporters in other countries compete, 
with the support of their own govern¬ 
ments' export credit agencies, in emerg¬ 
ing markets against U. S. companies. 

Gary Mendell 
President 
Meridian Finance Group 
Los Angeles 
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Books 


THE COLONEL 

The Life and Legend of Robert R. McCormick 

By Richard Norton Smith 
Houghton-Mifflin • 597pp • $35 


THIS NEWS MOGUL 
WAS HIS OWN BEST STORY 


W hatever happened to Ameri¬ 
ca’s screwball millionaires? 
Once there were giants: Rail¬ 
road baron Commodore Cornelius Van¬ 
derbilt relied on seances to communi¬ 
cate with the dead and a seer for 
stock-market predictions. The puritanical 
Henry Ford fired employees whom his 
spies caught smoking and once threat¬ 
ened to stop all Ford auto production if 
prohibition were repealed. 

And then there was Colonel Robert 
R. McCormick, publisher-editor of the 
Chicago Tribune from 1914 until his 
death in 1955, and master of an empire 
that included radio and tv stations 
(bearing the call letters wgn, for World’s 
Greatest Newspaper), a fleet of ships, 
7,000 square miles of timberland, prime 
Chicago real estate, and more. 

The product of a British public school, 
where he got a Tory accent and numer¬ 
ous affectations, McCormick waged a 
bizarre, lifelong war of editorial invec¬ 
tive against Britain (“the Brutish Em¬ 
pire”). A self-proclaimed spokesman for 
heartland America against New York 
decadence and pretension, the 6-foot 4- 
inch World War I vet would stride 
through the newsroom dressed in an 
English officer’s jacket, boots and spurs, 
a polo stick in hand, and three German 
police dogs on a leash. Despite a fasci¬ 
nation with war and claims to be a mil¬ 
itary mastermind, he became an ardent 
isolationist. 

And while condemning licentious be¬ 
havior in others, he persuaded the wives 
of two friends to divorce their husbands 
and wed him (though not at the same 
time). The spouses were appeased by 
large cash payments. 

All this outlandishness, plus the man’s 
intuitive business acumen, is thoroughly 
described in Richard Norton Smith’s 
The Colonel: The Life and Legend of 
Robert R. McCormick. Smith, who has 
also written books on Thomas E. Dewey 


and George Washington, is the first 
biographer to gain access to all of Mc¬ 
Cormick’s personal and business papers. 
The result is a solid, balanced portrait of 
a fascinating, if not always admirable, 
media mogul. 

“Bert” McCormick inherited his post 
at the Tribune , which was owned large¬ 
ly by his family, when other heirs fal¬ 
tered, and after cousin Joe Patterson 
left to run a sister publication, the New 
York Daily News. It wasn’t long before 
the paper mirrored McCormick’s eccen¬ 
tric style—which proved a 
draw to readers. “A great 
many Chicagoans despise 
the Tribune ,” observed John 
Gunther in his book Inside 
U. S. A, “but its circulation 
steadily goes up ....” 

No doubt, many were 
buying it to see what the 
Colonel would do or say 
next. In the midst of the 
cold war, he proposed a 
“city-wide burning of 
babushkas ... those regi¬ 
menting rags.” Once he sent 
a correspondent to Madison, Wis., a 
hotbed of liberalism, to investigate his 
theory that University of Wisconsin men 
wore lace underwear. He directed the 
Trib to use a streamlined form of 
spelling, replacing island, for example, 
with iland and freight with frate. Re¬ 
sponding to a command to “get rabbit 
quote daily,” the Trib’s financial pages 
for a time carried the going rate for 
hare—all because the Colonel felt he’d 
been overcharged at dinner. As staffers 
pondered his sanity, “The newspaper 
became a megaphone to amplify the 
publisher’s caprices,” concludes Smith. 

Sections tailored to different neigh¬ 
borhoods also proved a magnet for cir¬ 
culation, as did splashes of color, sports 
coverage, and such comics as “Dick Tra¬ 
cy” and “Little Orphan Annie,” intro¬ 


duced and syndicated by the Trib. There 
was even stuff for highbrows: Foreign 
correspondents included such writers as 
William L. Shirer, later famed for his 
chronicles of the Third Reich. 

A Republican activist, McCormick of¬ 
ten clashed with Democrats, particular¬ 
ly President Franklin D. Roosevelt. For 
years, the Trib smeared fdr, first liken¬ 
ing him to Hitler, then labeling him a 
communist. (Meanwhile, until the U. S. 
entered the war, the newspaper made 
apologies for the Fiihrer, despite solid 
evidence of Nazi horrors.) In 1942, the 
feud with fdr took a dramatic turn fol¬ 
lowing a sensational Tribune scoop. An 
account of the battle of Midway gave 
evidence that victorious U. S. Navy com¬ 
manders had known of the Japanese 
battle plans in advance—possibly by 
breaking their codes. The story, which 
ran unvetted by Navy censors, caused a 
furor: fdr threatened to send Marines 
to occupy Tribune Tower, then pushed 
the Justice Dept, to indict his bitter foe 
under the Espionage Act. 
But the Navy’s reluctance 
to publicly discuss code- 
breaking led, in the end, to 
a dismissal of charges. For 
the President, it was a bru¬ 
tal defeat—compounded by 
the success of the Tribune , 
which that year had a cir¬ 
culation of one million. 

The Colonel hardly con¬ 
fines its focus to journalism. 
In fact, some may feel that 
it dwells too much on Mc¬ 
Cormick’s personal life. 
Armchair psychologists, though, may 
find an explanation for McCormick’s pe¬ 
culiar romances in portraits of his weak 
father and vengeful, unloving mother. 

At age 75, McCormick’s life ended, 
Smith says, as tragedy: “Marooned in 
the second half of the twentieth centu¬ 
ry,” he was “thwarted in politics and 
frustrated in love, irreconcilably alien¬ 
ated from the political party that had 
been synonymous with three genera¬ 
tions of his family.” By the time of his 
death, from heart disease and cirrhosis, 
this outsize personality had become a 
physically shrunken man, unable to fill 
the extra-large casket he had, some 
years before, ordered for himself. 

BY HARDY GREEN 
Green is business week's Books 
Editor. 
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OWEN SMITH 


Technology & You 


BY LARRY ARMSTRONG 


SO THIS IS 
AllTOPIA 


The writer barrels 
down an automated 
highway on a car 
that drives itself 

I t seems like forever that 
I’ve been reading about 
the imminent debut of 
smart cars and* automated 
highways. They were a big 
hit at the 1939 New York 
World’s Fair, I’m told, at Gen¬ 
eral Motors’ Futurama pavil¬ 
ion. I even drove a 
prototype Cadillac with 
radar braking some 25 
years ago. So when a 
couple of opportunities 
came up recently to 
try out cars that steer, 
accelerate, and brake 
by themselves, this 
skeptic took the bait. 

The idea behind au¬ 
tomated highways is 
that by taking control 
of the vehicle out of 
the hands of the dri¬ 
ver, the capacity of ex¬ 
isting roads could be 
doubled or tripled. 

That’s because most of 
today’s congestion is 
caused by crashes, and 
90% of all car accidents 
are caused by human error. 
UNDER CONTROL. The most 
likely scenario for the auto¬ 
mated highway is that you 
drive your car to specially in¬ 
strumented lanes of a high¬ 
way and “check in,” much 
like entering a toll road. 
Then, the system takes con¬ 
trol of the car until you exit, 
when it steers it to a transi¬ 
tion area where you can re¬ 
sume manual driving. 

After experimenting with 
two test systems, my skep¬ 
ticism quickly faded. I was 
impressed to find that much 


of the technology exists to¬ 
day and, in fact, some of it is 
already in today’s cars. I 
think we will ultimately have 
commercially available smart 
cars and automated high¬ 
ways. But I expect they’ll 
face limited use over the next 
30 years. 

For the first test, I went 
to 1-15 in San Diego, where 
the National Automated 
Highway System Consortium 
will run a Congress-mandated 


demonstration of smart-car 
technology in early August. 
The consortium has embed¬ 
ded magnets every four feet 
along the center of two re¬ 
versible car-pool lanes that 
run for nearly eight miles. 
And it has decked out a fleet 
of 10 Buick LeSabres with 
magnetometers under the 
bumper to sense the magnets 
and automatically keep the 
cars in the center of the lane. 
The magnets have another 
role as well: Because they 
can be set with alternating 
polarities, they can send a se¬ 


ries of ones and zeroes to the 
car, a binary code that can 
signal exits or the radius of 
an approaching curve. 

Each car also has a radar 
sensor mounted on the front 
to assess the distance to the 
vehicle ahead. There’s lots of 
other gear, too: Motors have 
to be added to steer and 
brake, for example, and there 
are two Pentium 166 com¬ 
puters in the trunk to con¬ 
trol everything. 

It’s a pretty eerie feeling 
to be barreling down the 
highway at 65 mph in a con¬ 
voy. Especially when no one’s 
driving. We were running in 
a “platoon” of three cars 
spaced about 20 feet apart. 
Twelve feet is typical, and 
better for fuel economy—a 
savings of about 30%—be¬ 
cause the closer spacing cuts 


down on wind resistance. 
They can run cars six feet 
apart, but that’s too nerve- 
racking for the passengers, 
said an engineer who rode in 
our car. 

On our first run, we had a 
lucky break. Our radar failed, 
so we got to see how the 
system handles breakdowns. 
The cars talk to one another 
digitally through a radio link 
and, in this case, the lead car 
took control of ours and in¬ 
creased the spacing between 
us and the other vehicles. 
With a major catastrophe, 


such as a blowout, the sys¬ 
tem would instantaneously hit 
the brakes on all of the fol¬ 
lowing cars so the worst that 
could be expected is a series 
of fender benders. 

I got to see even more 
pieces of the system at a sec¬ 
ond preview, this one at Hon¬ 
da Motor’s proving ground, a 
7.5-mile oval in the Mojave 
Desert. The carmaker has 
outfitted two Accords for 
hands-free platooning, but 
with a difference—it doesn’t 
need the instrumented road¬ 
way. The cars have a camera 
trained on the road ahead, 
and the computer keeps the 
car in the center of the lane 
by watching the white lines 
between the lanes. One car I 
drove had what’s called adap¬ 
tive cruise control. Instead of 
keeping the car at a constant 
speed, it uses a for¬ 
ward-looking radar to 
adapt the speed to 
traffic conditions. 
CRUISING. I got on the 
track, and Honda sent 
out two other drivers 
just to make it inter¬ 
esting. I got up to 85 
mph and set the cruise 
control. As I ap¬ 
proached a slower- 
moving car in front of 
me, my car slowed 
down and locked onto 
its speed. When I 
changed lanes, the car 
accelerated back up to 
85 mph, passing the 
other driver. Mitsubishi 
Motors already offers 
this as an option in the 
Japanese market. 

Although pieces of the 
technology are starting to 
show up as options, the con¬ 
sortium estimates that it’s 10 
years from tests of complete¬ 
ly automated highways with 
the general public and 20 
years away from widespread 
use. I’m still not convinced 
that I’ll ever be able to set a 
car on autopilot and take a 
nap or watch television on 
my commute. But the tech¬ 
nology is creating “co-pilots” 
that now help to make dri¬ 
ving easier. 
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MICHAEL L. ABRAMSON 


Economic Viewpoint 


BY GARY S. BECKER 


HOUSING PROJECTS AND 
RENT CONTROL SHOULD CRUMRLE 



REMEDY: 

Government 
meddling has 
made living 
conditions 
worse for 
many families. 
Let vouchers 
and market 
forces undo 
the damage 


Gary S. Becker, the 1992 Nobel 
laureate, teaches at the University 
of Chicago and is a Fellow of the 
Hoover Institution 


M ost governments interfere directly in 
housing markets, usually by regulat¬ 
ing rents and building publicly owned 
rental units. Unfortunately, rent controls and 
public housing often worsen living conditions 
for many poor and middle-class families, the 
very groups they are supposed to help. 

Almost 1.5 million U. S. households live in 
projects. The buildings are typically disas¬ 
ters that are breeding grounds for gangs, 
drug use, rapes, robberies, and other crimes, 
and demoralize the families that live there. 
Notwithstanding considerable spending on 
upkeep and maintenance, many apartments 
have deteriorated to the point that they are 
no longer habitable. On the trip from my 
house to downtown Chicago, I pass large pub¬ 
lic-housing buildings that are eerily empty, 
despite having wonderful views, since they 
front Lake Michigan. 

Government shouldn't be in the business of 
building housing for poor families, whether 
in large projects or smaller units scattered 
throughout a metropolitan area. Of course, 
the poor do get less space and less attractive 
housing in the private sector than do the 
middle class and the rich. But the poor also 
have fewer, smaller, and older cars than other 
families, and no one suggests that the gov¬ 
ernment build cars for the poor. It is much 
wiser for Washington to provide sufficient in¬ 
come transfers to needy poor families so they 
can choose themselves how much to spend 
on housing and how much on other needs. 
NEW YORK BLUES. Even if the housing that 
the poor get on their own is not considered 
acceptable, public housing is not the best so¬ 
lution. A much more effective system would 
be to provide housing vouchers that can help 
renters find better units in the private mar¬ 
ket. The U. S. already has a small voucher 
program. Vouchers give greater freedom of 
choice of where to live than do massive pub¬ 
lic-housing developments. Moreover, recipi¬ 
ents tend to get their money's worth from 
vouchers because housing is a very competi¬ 
tive industry with many landlords competing 
for tenants, even in poor neighborhoods. 

Unlike housing projects, rent controls are 
supposed to help the middle class as well as 
the poor. New York is the only major Amer¬ 
ican community that has maintained ceilings 
on rents continuously since World War II, al¬ 
though Boston, San Francisco, and some oth¬ 
er cities and towns reintroduced rent ceil¬ 


ings during the housing boom of the 1970s. 
About 10% of rental units in the U. S. are 
now subject to price controls. 

One does not have to be an economist to 
appreciate that landlords reduce maintenance 
when rents are kept artificially below market 
levels. As a result, the quality of the housing 
stock deteriorates, and landlords and tenants 
become embroiled in endless legal wrangling 
over whether buildings are adequately main¬ 
tained. The sorry state of much of the rental 
market in New York City illustrates the con¬ 
sequences of rent ceilings. 

WRONG BENEFICIARIES. What may be worse is 
that ceilings cause even the deteriorated hous¬ 
ing stock to be allocated away from the 
groups who most need access to reasonably 
priced housing. These include young people 
who want to start households, families who 
must relocate because of marital breakups or 
job loss, and immigrants and others who 
move into a controlled housing market. On the 
other hand, rent controls help many well-off 
households who have large apartments at 
prices well below market levels. They tend to 
stay put even after they age and their hous¬ 
ing needs contract because smaller apart¬ 
ments on the open market cost more. 

Many past supporters of rent controls and 
public housing in academia and the media 
changed their positions as the nature of hous¬ 
ing projects became apparent and after ob¬ 
serving that the decontrol of rents in cities 
such as Boston did not impose hardships on 
many poor and middle-class families. Yet once 
the programs are in place for many years, it 
is difficult to eliminate them. Powerful support 
develops from politicians who represent 
renters with cheap housing, contractors who 
benefit from remodeling and maintenance 
work at projects, and still other groups. 

A telling example is the endless political 
agonizing over eliminating rent ceilings in 
New York City. Despite intense discussions, 
the state legislature has not been able to 
abolish ceilings in its leading city. A couple of 
months ago, after a long struggle, it was only 
able to decontrol a few more luxury apart¬ 
ments and relax minor provisions of the law. 

Still, the slow but steady shift of opinion 
away from rent control and public housing 
offers a ray of hope that these highly unde¬ 
sirable forms of government intervention in 
housing markets may eventually be phased 
out. It surely would be about time. 
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Economic Trends 


BY GENE KORETZ 


GREENSPAN’S 
OVERSEAS ALLIES 

Europe’s ills help ease U.S. prices 


I n June, the U. S. consumer price in¬ 
dex was up just 2.3% on a year-over- 
year basis, while core consumer infla¬ 
tion (excluding food and energy prices) 
averaged just 2.7% last year, its low¬ 
est reading in 30 years. When you con¬ 
sider that many economists think cur¬ 
rent consumer inflation is overstated by 
a percentage point or more, that's an 
extraordinary achievement for Federal 
Reserve Chairman Alan Greenspan. 

But if Greenspan is regarded as a 
policy genius, says economist Paul L. 
Kasriel of Northern Trust Co. in Chica¬ 
go, “then Antonio Fazio, the head of the 
Bank of Italy, should be considered some 
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kind of central-banking Einstein.” Italy’s 
CPI, which was running about 6% over 
its year-earlier level as recently as early 
1996, was up just 1.4% in June. Indeed, 
all of the other major industrial nations 
(G-6) except Britain have inflation rates 
below that of the U. S., and most have 
cut inflation far more dramatically than 
the U. S. in recent years (chart). 

To be sure, America’s inflation-quelling 
act is the only one accompanied by low 
unemployment. But that’s precisely why 
Kasriel thinks it’s less “miraculous” than 
it seems. While conceding the impor¬ 
tance of Greenspan’s leadership, he points 
out that a relatively ignored factor has 
been “the unusual weakness of other in¬ 
dustrialized economies at this stage of 
the U. S. business cycle.” 

As the jobless rate has dropped in 
the U.S. during this expansion, notes 
Kasriel, it has risen sharply in most 
other industrial countries. He calculates 
that in the G-6 nations, it climbed by 1.3 
percentage points, or 22% on a weight¬ 


ed-average basis (weights based on eco¬ 
nomic size) from 1992 to 1996. (It has 
declined in Britain and Canada but is 
still in double digits in Germany, France, 
and Italy.) Since the G-6 account for 
44% of world output, compared with 
America’s 27%, their continuing anemic 
growth and high unemployment have 
tended to hold down global inflation. 

For Kasriel, the lesson is clear: The 
real test of Greenspan’s genius—and of 
the popular thesis that the U. S. econo¬ 
my may have entered a brave new 
world of inflation-free growth—will come 
when Europe and Japan adopt policies 
aimed at achieving robust growth. 


DO BUYBACKS 
REALLY PAY OFF? 

Yes, if the number of shares declines 

I nvestors tend to salivate when a com¬ 
pany unveils a buyback plan. After 
all, the stated intention of most man¬ 
agements is to raise their stock prices 
by reducing shares outstanding, thus 
boosting per-share earnings. Indeed, 
some market observers think the rising 
tide of buybacks explains the market’s 
greatly reduced dividend yield, as com¬ 
panies opt to use their cash to provide 
investors with capital gains rather than 
more highly taxed dividends. 

Lately, though, many investors have 
grown skeptical of such announcements. 
For one thing, many companies don’t 
complete their repurchase plans. More 
important, many buy stocks with one 
hand and then issue low-price options 
covering a similar amount of stock to 
employees—resulting in little change in 
the amount of shares outstanding. 

Market analyst Melissa R. Brown 
of Prudential Se¬ 
curities doesn’t 
dispute these ob¬ 
servations, but 
she believes that 
there’s still mon¬ 
ey to be made 
from buybacks—if 
you keep track of 
whether compa¬ 
nies are actually 
shedding shares. 

Brown recent¬ 
ly analyzed how 
several thousand 
large-capitaliza¬ 
tion, mid-cap, and 
small-cap stocks performed on a quar¬ 
terly basis from 1978 through 1996. 
Each quarter, she compared the average 
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returns of stocks of companies that had 
reduced their shares by 5% or more 
over the prior year with the average 
return for their capitalization group. 

The results were revealing. In the 
large-cap group, companies that had cut 
their shares by at least 5% saw their 
stocks appreciate by an average 21% a 
year over the 1978-96 period, compared 
with an average annual gain of 15.5% 
for the group as a whole. Among the 
mid-cap stocks, the average annual re¬ 
turn was 26% for the share repurchasers, 
compared with 16.1% for the entire 
group. And among small-cap stocks, the 
difference was 22.6% vs. 15.8%. 

Of course, such a strategy doesn’t 
work for every stock. In an average 
quarter, reports Brown, only a little 
over 50% of the large-cap and mid-cap 
stocks with 5% share reductions beat 
the Standard & Poor’s 500-stock index. 
But over time, she notes, “in both down 
and up markets, stocks with appreciably 
fewer shares than a year earlier tended 
to produce clearly superior returns.” 


THOSE EDUCATED 
MOONLIGHTERS 

Guess who has more than one job? 

T he conventional view is that U.S. 

workers who hold down more than 
one job do so because they need the 
extra money. Indeed, as the number of 
multiple-job holders jumped by over 
25%, or 2.5 million, from 1979 to 1989, 
the percentage of such workers citing fi¬ 
nancial reasons for working at more 
than one job rose from 37% to 44%. 
Still, a recent Labor Dept, analysis of 
1995 data demonstrates that economic 
hardship is far from the whole story. 

The study indicates that the tendency 
to have multiple jobs actually increases 
with education. While just 3% of those 
with less than a high school education 
held more than one job, the share rose 
to 5.1% among high school grads, 7.8% 
among college grads, and 9% to 10% 
among those with master’s degrees and 
PhDs. (The only exceptions were pro¬ 
fessionals, such as lawyers and doctors.) 

Since earnings are highly correlated 
with education, it seems clear that mo¬ 
tivations besides dire necessity are be¬ 
hind the increase in multiple job-holding 
in recent decades. Worries about future 
job security may be one. Another may 
be simply that even relatively well-paid, 
highly educated persons welcome the 
chance to earn added income in an econ¬ 
omy that values their skills. 
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BY JAMES C. COOPER & KATHLEEN MADIGAN 


HOW LONG WILL GREENSPAN’S 
GOOD MOOD LAST? 

The Fed won’t tighten soon-but watch those second-half growth numbers 
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Federal Reserve Chairman 
Alan Greenspan had a lot to 
say on July 22, as he usually does when he sits down 
before Congress to deliver his semiannual testimony on 
monetary policy and the economy. Much of it was even 
understandable—especially on Wall Street. 

In his familiar, measured drone, Greenspan sounded as 
if he was not ready to raise interest rates any time 
soon. He predicted that the economy was likely to con¬ 
tinue on a slower growth path in the second half, and 
suggested that the use of new technology was enhanc¬ 
ing the economy's productive capacity, although he said 
the economy's exceptional performance also reflected 
temporary factors that have been restraining inflation. 

His remarks ignited a powerful bond-market rally 
that helped to send the Dow 
Jones industrial average up 
155 points. Unlike in earlier 
speeches, Greenspan did not 
question the market's exuber¬ 
ance, and seemed less alarmist 
about inflation concerns than 
he did earlier this year. 

The Fed chief also laid out 
the central bank's economic 
forecast (table). The Fed ex¬ 
pects economic growth this 
year to be a full percentage point higher than pro¬ 
jected in its February report, and it expects both in¬ 
flation and unemployment to be a half-point lower. Giv¬ 
en the 2% pace of second-quarter economic growth 
that is generally expected when the Commerce Dept, 
reports on the quarter's gross domestic product, the 
Fed's forecast implies that second-half growth will re¬ 
main in the 2%-to-2.5% range. 

THAT IMPLIED FORECAST, relative to what actually 

happens, could be critical to policy decisions in coming 
months. Greenspan said that if demand does not in¬ 
crease more slowly than it has in recent years, infla¬ 
tionary imbalances will emerge, and he spoke with 
particular caution about emerging constraints in the la¬ 
bor markets that could fuel a speedup in wages. With 
the Fed looking for continued modest growth, evidence 
of anything significantly stronger than that could easi¬ 
ly roil the financial markets. 

The possible irony in the market reaction to 
Greenspan's testimony is that the rallies in bonds and 
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stocks are themselves adding fuel to the economic fire. 
After his remarks, the benchmark 30-year Treasury 
bond fell to 6.41%, the lowest in seven months. That 
means mortgage rates and corporate borrowing costs 
will fall further. And the stock rally will add even 
more to households' wealth and sense of well-being. 

Commerce's gdp report, due 
on July 31, will also contain 
revisions that may be of par¬ 
ticular interest to Greenspan 
& Co. The government's sup¬ 
posedly twin tallies of national 
income and product have got¬ 
ten severely out of sync in re¬ 
cent years. So Commerce will 
try to reconcile the two mea¬ 
sures. Most analysts are bet¬ 
ting that Commerce will end 
up splitting the difference: The income side of the ac¬ 
counts will be revised lower, and the product side re¬ 
vised higher. 

To the extent that the product data are revised up, 
official measures of productivity will also be lifted. 
That's important because Greenspan said the trend in 
productivity growth is important to the economy's abil¬ 
ity to grow at its maximum sustainable rate without 
generating inflation. 

THE SECOND-DUARTER GDP REPORT win fit the 

Fed's view that the economy cooled off, after a 5.9% 
growth spurt in the first quarter. Final demand will 
show only a modest rise, after the first-quarter surge. 
However, the gdp numbers, combined with recent month¬ 
ly data, will also offer clues about the economy's strength 
in the second half. And some of the evidence hints that 
growth will be faster than what the Fed expects. 

One source of stimulus for the economy will come 
from the government itself. For fiscal 1998, beginning 
on Oct. 1, Washington plans to trim taxes well before 
the onerous spending cuts designed to balance the 
budget by 2002 are put into place. For this fiscal year, 
the Treasury reported a record surplus of $54.5 billion 
in June, which means the deficit could total as low as 
$40 billion. The deficit as a percent of gdp will drop to 
about 0.5%, the smallest in 23 years (chart). 

The coming tax cuts will enhance already healthy 
household fundamentals. Job and income growth, stock- 
market gains, and consumer confidence all improved in 
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the second quarter. So, the expected second-quarter 
gain of just 2% in real consumer spending was most 
likely a pause before a rebound. 

Housing may also pick up in the second half. Housing 
starts unexpectedly rose 4.8% in June, to an annual rate 
of 1.45 million. Still, after the winter's mild weather 
boosted residential construction in the first quarter, 
homebuilding in the second quarter was probably only 
up a bit. In the second half, however, solid consumer 
fundamentals and the summer fall in mortgage rates 
will lift housing demand further. 

BUSINESS SPENDING last quarter did not slow as 

much as consumer outlays. Indeed, equipment spending 
is buoyed by the technological changes that Greenspan 
discussed at considerable length. It appears that equip¬ 
ment purchases last quarter posted a gain similar to the 
12% advance in the first quarter, although business in¬ 
vestment in structures fell last quarter. Looking ahead, 
business outlays will be supported by healthy funda¬ 
mentals: solid demand, strong cash flow, and cheap fi¬ 
nancing in the equity and bond markets. 

One key source of demand for businesses in the sec¬ 
ond half will be exports. Foreign purchases appear to 
have surged at a double-digit rate in the second quar¬ 
ter, and improving global economies mean continued 
strong growth. But imports are accelerating as quickly 
as exports (chart). The May trade deficit widened to 
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EXPORTS PICKUP, 
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$10.2 billion, from $8.7 billion in April. As a result, 
net exports were probably a drag on second-quarter 
gdp. In the second half, because both exports and im¬ 
ports seem set to grow at similar clips, the trade deficit 
may show only minimal improvement. 

Inventories in the second 
quarter appear to have grown 
at about the same $50 billion 
or so amount as they did in 
the first, reflecting the quar¬ 
ter's continued strength in in¬ 
dustrial production. With de¬ 
mand expected to improve, 
and with auto output already 
set to increase in the third 
quarter, inventory accumula¬ 
tion should continue at a high 
pace in the second half. 

Against these forces for growth, Fed policy may be 
nearing a crossroads. If growth is stronger than the 
Fed expects, will Greenspan & Co. let the economy 
run, betting that technology and globalization will fore¬ 
stall inflation in 1998? Or will it tighten policy? Late in 
Greenspan's speech, he said the Fed is not “involved in 
an experiment that deliberately prods the economy to 
see how far and fast it can grow." Even in murky Fed- 
speak, Greenspan's message was clear: If growth picks 
up, the Fed is apt to take out more inflation insurance. 
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HEADING DOWN THE COMEBACK TRAIL 


C olombia's economy is strug¬ 
gling to emerge from its 
worst showing in two decades. 
Last year's government crisis, in 
which President Ernesto Samper 
was accused of taking $6 million 
in campaign donations 
from drug traffickers, 
occupied policymakers 
so much that they ne¬ 
glected the economy 
just as growth was 
slowing amid fallout 
from Mexico's peso cri¬ 
sis. gdp has fallen from 
its year-ago level for 
two quarters in a row, 
and second-quarter 
growth is expected to be weak. 

In response to the central 
bank's 10-percentage-point cut in 
interest rates over the past year, 
however, a halting recovery is un¬ 
der way. Credit demand is accel¬ 
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erating. Car buying is up strongly, 
and cement sales have stopped 
falling. A weak job market will 
restrain consumer spending, 
though: The first-quarter jobless 
rate rose to 12.7%, from 11.3% in 
the fourth quarter. 
Private economists 
expect gdp growth of 
2% this year, about 
the same as last year, 
with 1998 growth re¬ 
gaining the 5% pace 
of 1995. 

Although the coffee 
harvest was poor, oil 
output is set to rise 
60% in the coming 
year, which alone will add about a 
percentage point to gdp growth. 
Oil accounts for 27% of exports, 
which will benefit generally from 
the weaker Colombian peso. 

Uncertainty over upcoming elec¬ 


tions, heightened by recent rural 
guerrilla activity and poor U. S. 
relations, has chilled the invest¬ 
ment climate. The U. S. denied 
Colombia certain financial support 
for a second year, citing its inertia 
in fighting the drug war. The cri¬ 
sis also sapped so much of Sam¬ 
per's political capital that he can¬ 
not take strong measures to cut 
the fiscal deficit, expected to be 
4.5% of gdp this year. 

Still, with the economy mending 
and with inflation at an 11-year 
low of 18.7%, June's portfolio in¬ 
vestment was up from a year ago. 
And while its current account 
deficit is a high 4% of gdp, Colom¬ 
bia has ample foreign direct in¬ 
vestment and currency reserves. 
Moreover, Colombia has some¬ 
thing that only one other Latin 
American country has—an invest¬ 
ment-grade credit rating. 
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DON'T WORRY, 
DE DULLISH 



T he rip-roaring bull market that has 
more than doubled the Dow Jones 
industrial average over the past 2 l A 
years has always had its doubters. 
Bears have long warned of a sharp de¬ 
cline because stock prices—when mea¬ 
sured by standard yardsticks of earn¬ 
ings, dividends, or book value—were as 
high or higher than they had ever been. 
No matter. The bull charged ahead. The 
bears who bailed out a year ago missed 
some juicy profits: a 51% jump in the 
Dow Jones industrials and a 49% rise in 
the Standard & Poor’s 500 index. 

Now, with the Dow nearing 8100, 
even bullish investors are taking anoth¬ 
er look at valuation. They’re rerunning 
their models, incorporating the latest 
info on stock prices (up), interest rates 
(down), inflation (benign), and earnings 
growth (better than expected). Many 
are concluding stocks are overvalued—at 
least a bit. 

BLISSFUL CONDITIONS. But don’t dump 
your stocks just yet. Forget the grim 
comparisons to 1987 and or even 1929. 
Look forward, not backward, and you’ll 
see that an s&p 500 that’s selling at a 
historically heady 23 times the preced¬ 
ing 12 months’ earnings maybe isn’t out 
of line. The remarkable state of the 
U.S. economy is providing all the in¬ 
gredients for more stock market gains. 
Growth remains strong, incomes are ris¬ 
ing, productivity is improving, earnings 
are expanding, the budget deficit is 
shrinking, and inflation is tepid. The 
technical landscape is also superb for 
equities: strong demand from mutual 
funds, corporate investors, and foreign 
buyers. These blissful conditions may 
not last forever, but they’re the only 
thing on the radar screen now. 

Given these conditions, even many 
analysts whose models indicate over¬ 
valuation aren’t alarmed. “We’re a 
long way from the levels of 1987,” 
says Robert E. Butman, a consultant 
to dais Group, a research boutique 
that caters to institutional investors. 

By his reckoning, stocks are about 


Stocks are high, 
all right. But 
this market may 
well have more 
room to run 
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FINDING CHEAP STOCKS IN A PRICEY MARKET 

One approach uses future earn- Another method uses private 
ings and interest rates to gauge market value (PMV), based o 
value. Using such a model, the cash flow and balance sheet 
DAIS Group compiled this list of data. The lower the price is t 
undervalued stocks. PMV, the bigger the bargain. 

RECENT EXPECTED RECENT PRICE/PF 

PRICE ONE YEAR GAIN PRICE MARKET 
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GENERAL MOTORS 58 

AMR"’".99 

BRIGGS & STRATTON 50 

witLPOOL. 49 ” 

W .48 

TOSCO .30 

DATA: THE DAIS GROUP, BW 


CORPORATE EXPRESS 14 

CORRECTIONSCORP 
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ASPECT TELECOM.19 
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4% overvalued, vs. 16% 
on Oct. 1, 1987—just a 
few weeks before the 
worst one-day plunge in 
U.S. market history. Pe¬ 
ter J. Canelo, an invest¬ 
ment strategist for Mor¬ 
gan Stanley, Dean 
Witter, Discover & Co., 
estimates the market to 
be about 12% overval¬ 
ued. But that comes 
from looking at the S&P 
500, not at the mid-cap 
and small-cap stocks 
that still offer more at¬ 
tractive valuations. 

The strongest buy 
signal lately came from 
Federal Reserve Chair¬ 
man Alan Greenspan. 

In his July 22 testimo¬ 
ny before Congress, he 
called the economy's 
performance “excep¬ 
tional.” Greenspan let 
it be known that he 
would raise rates if 
necessary, but left investors with the 
impression that no hike was imminent. 
The Dow logged 155 points to close 
at 8062 and added 27 points on 
July 28. 

Greenspan never men¬ 
tioned the “new econo¬ 
my,” but, increasingly, 
investors are sens¬ 
ing that the 

U.S. economy is 
changing in funda¬ 
mental ways. “We're in 
the seventh year of an eco¬ 
nomic expansion and inflation is 
2% and falling,” says John F. Sny¬ 
der, portfolio manager of the John Han¬ 
cock Sovereign Investors Fund. “Things 
really are different. The higher valua¬ 
tions can be justified.” 

Take the stock of Gillette Co. Brenda 
Lee Landry, a veteran analyst at Mor¬ 
gan Stanley, Dean Witter, says she has 
to convince clients that at $101 a share— 
or 33 times expected 1998 earnings—it is 
still a buy. But like many venerable 
manufacturers, once-sleepy Gillette has 
slimmed down and is now a world-class 
competitor. Earnings have been growing 
about 18% a year, and Landry predicts 
growth of 17% a year for the next five 
years. “Toss in a 1% dividend, and you 
can earn 18% a year from steady, reli¬ 
able Gillette, vs. 6.4% in a bond,” says 
Landry. <r Which would you choose?” 

If interest rates continue to ease, it's 
a no-brainer. In a falling rate climate, 
stocks can pay off even better than 


bonds, dais's forecast, for instance, is 
based on a long-term interest rate of 
6.4%. But if the long bond were to drop 
to 5.9%, the market would be slightly 
undervalued, says dais's Butman. In the 
first three weeks of July, long-term in¬ 
terest rates came down about 0.4 per¬ 
centage points to around 6.4%. And 
earnings estimates for 1998 are working 
their way higher. 

FORWARD-LOOKING YARDSTICKS. What's 
the best way to value stocks now? Some 
long-used yardsticks, like comparing 
price to historic book value or dividend 
yields, are not so reliable in today's mar¬ 
ket. For instance, massive restruc¬ 
turings and write-offs in the early 
1990s rendered book value—a 
company's assets less lia¬ 
bilities—a relatively 
useless measure. By 
the same token, 

companies have 
channeled cash they 
once spent on dividends 
into share repurchases 
boost stock prices. So even 
though dividend yields are low, val¬ 
uations aren't necessarily out of line 
Many yardsticks 
are limited be¬ 
cause they don't 
incorporate future 
expectations—and it's 
expectations that are 
driving investors. 

That's why many 
pros are focusing 


on tools such as divi¬ 
dend discount models 
(ddm) to help determine 
whether a stock or the 
market is cheap or dear. 
ddm works on the prin¬ 
ciple that an investment 
is worth the present 
value of all the future 
cash it generates. That 
means forecasting earn¬ 
ings, estimating the per¬ 
centage of earnings to 
be paid in dividends, 
and using a current in¬ 
terest rate to discount 
all cash back to today's 
value. If that's more 
than the stock's current 
price, it's a buy; if below 
the price, it's a sell. 

That's not the end of 
it. dais Group, for one, 
takes this further and 
calculates an expected 
return for a stock a 
year from now. Among 
the most promising: 
Corporate Express, an office-supply re¬ 
tailer, Corrections Corp. of America, a 
prison operator, and Ascend Communi¬ 
cations, a network equipment maker. 
The same method spots overvalued 
stocks. Among dais's sell candidates: 
Champion International, Host Marriott, 
and blue-chip favorites Procter & Gam¬ 
ble, General Electric, and Coca-Cola. 

Most pros use multiple methods to 
value a stock. Another measure, private 
market value (pmv), gauges a compa¬ 
ny’s worth by its cash flow and assets. 
Leveraged-buyout specialists use pmv 
to find takeover candidates, dais uses 
the technique to find undervalued 
stocks. It compares a company's stock 
price to its pmv. The lower the ratio, the 
more undervalued the stock. Using this 
screen, the research house added insur¬ 
ers usf&g and Aetna and auto makers 
Chrysler and General Motors to its list 
of most attractive stocks. 

For investors who have seen their in¬ 
dex funds and 401(k) accounts soar, it 
may look like time to cash out. And 
there's nothing wrong with taking profits. 
But the cries of overvaluation 
have been heard before—as the 
market moved higher. As 
long as the economy 
continues to grow 
and inflation stays 
low, the naysayers 
will be wrong. 

By Jeffrey M. 
Laderman in New 
York 
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NO SNAP The film business is shrinking—and Kodak is 
losing share in both the consumer and professional markets 


FURIOUS GEORGE CEO Fisher is fuming over Fuji’s tactics, 
but says his company’s setbacks are temporary 


News: Analysis & Commentary 


STRATEGIES 


A DARK 

KODAK MOMENT 

A surprise Fuji attack has helped stall the company’s turnaround and buffeted its stock 


G eorge M. C. Fisher is furious. 
Earlier this year, longtime neme¬ 
sis Fuji caught the Eastman Ko¬ 
dak Co. chief executive off guard 
with a surprise attack on the U. S. color 
film business. Fuji cut prices by as much 
as 50% on multiple-roll packs, in some 
cases selling four rolls of film for $4.99 
at Kmart stores. “Their marketing is 
crazy” fumes the 56-year-old Fisher. “If 
they want to put their brand in the 
mud, let them fight it out with the low- 
end guys,” he adds. 

Crazy or not, Fuji’s move has helped 
stall the turnaround that Fisher 
launched when he arrived at Kodak in 
December, 1993. On July 16, Kodak re¬ 
ported an abysmal 16% drop in second- 
quarter profits on an anemic 2% gain 
in sales from continuing operations. That 
was well below Wall Street’s expecta¬ 
tions, and Fisher previewed more trou¬ 
ble ahead: a likely fall in full-year oper¬ 
ating profits below last year’s $3.1 
billion. Kodak’s stock dropped to $68 a 
share, a 52-week low. Fisher’s own op¬ 
tions lost $100 million in value within 
hours of the earnings announcement. 


The Kodak CEO is “in the trenches, and 
he’s having trouble executing,” says 
Merrill Lynch analyst Robert P. Cur¬ 
ran, who pulled his buy rating on Kodak 
after the news. 

It’s not the kind of Kodak moment 
Fisher expected. The highly regarded 
former Motorola Inc. chairman spent 
two years restructuring, cutting 14,700 
jobs, and selling off $8.9 billion in non¬ 
core assets such as Eastman Chemical 
Co. and the copier business. His plan to 
revive 118-year-old Kodak pushed the 
company’s share price to an all-time 
high of $94 in February, nearly double 
where it stood when Fisher took over. 
SEEING RED. What went wrong? For 
starters, Kodak’s push into digital pho¬ 
tography is taking longer and costing 
more than expected. Digital imaging, 
Fisher’s most ambitious effort, has rung 
up $100 million in red ink this year. 
Also, the Advanced Photo System that 
records digital data about each expo¬ 
sure got off to a poor start last year. 
Kodak budgeted a $100 million market¬ 
ing campaign for aps this year, but loss¬ 
es have been higher than planned. 


Meanwhile, a stronger dollar has cut 
into expected gains overseas. 

Then there’s Fuji. Kodak has repeat¬ 
edly accused the Japanese photo giant of 
unfair trade practices in the U. S. and 
Japan. But while a formal trade dispute 
remains unresolved, Fuji has been grab¬ 
bing business from Kodak in both color 
film and photographic paper. After losing 
a dumping case in 1994 in which Kodak 
convinced the U. S. government that 
Fuji was selling photo paper in the U. S. 
at one-fourth the price it was charging 
in Japan, Fuji invested more than $1 
billion in new manufacturing facilities in 
Greenwood, S. C. Last year, Fuji opened 
a paper plant at the site and has since 
grabbed back the 20% share of the U. S. 
photofinishing business it had before it 
lost the dumping case. A color film plant 
at the South Carolina site will start pro¬ 
duction later this year. 

In the meantime, despite a 3.7% tar¬ 
iff on all imported film, Fuji has turned 
up the heat. Price-cutting resulted in a 
28% increase in shipments of Fuji color 
film through June 22 of this year, while 
Kodak’s dropped 11%, according to In- 
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KODAK’S U.S. UNIT SALES 

(COLOR FILM) 


TOTAL U.S. FILM MARKET (UNITS) 

291 MILLION 274 MILLION 111 MILLION 


JULY 18 

DATA: BLOOMBERG FINANCIAL MARKETS 


JAN. 3, '97 
A DOLLARS 


DATA: INFORMATION RESOURCES INC. THROUGH JUNE 22 


formation Resources Inc. Making mat¬ 
ters worse, the market is contracting, in 
part because consumers buy huge quan¬ 
tities of disposable cameras, says iri. 

Fuji is not just winning over cost- 
conscious consumers. “Fuji is steadily 
eroding Kodak’s lead in the professional 
[photography] market,” says Ray Pryor, 
vice-president for operations at Chica¬ 
go’s Gamma Labs, a large photofinisher. 
One reason: Fuji has been generous 
with free samples, Pryor says. 

ON A ROLL. Analysts expect Fuji to con¬ 
tinue gaining ground. “The momentum 
is all in Fuji’s court,” says Prudential Se¬ 
curities Inc.’s Alex Henderson. He ex¬ 
pects Fuji’s gains in the U. S. to push it 
past Kodak in worldwide market share 
by 1998 or 1999. Kodak’s 1996 share 
was 40%, vs. 35% for Fuji, but the 
gap has now narrowed to 39% vs. 

37%, Henderson says. 

Fuji’s U.S. consumer-market¬ 
ing vice-president, Paul A. Hu- 
dak, denies he’s waging a price 
war against Kodak. While he ad¬ 
mits that Fuji charged unusually 
low prices in this year’s first half, 
he says such pricing schemes 
will disappear in the second half. 

Fisher claims Fuji can afford 
to slash prices because it has a 
profit sanctuary in Japan, where 
it has a 70% market share and, Ko¬ 
dak asserts, controls film distribution 
and pricing. Kodak’s charges to that ef¬ 
fect, filed in May, 1995, are under review 
by the World Trade Organization. 

But even a favorable outcome for Ko¬ 
dak won’t alter the competitive land¬ 
scape in the U.S. anytime soon. That’s 
why Fisher says that Kodak will con¬ 


tinue responding to Fuji with aggres¬ 
sive promotions of its own. Still, he ac¬ 
knowledges that Kodak may continue to 
lose market share to its Japanese rival. 

Ultimately, Fisher needs to counter 
those losses with new sources of rev¬ 
enue. The source he thought most 
promising—digital imaging—is behind 

Kodak must offset 
slowing film sales 
with new revenue 
sources. But it’s 
counting 
on digital 
photography 
-and most 
of the products 
are still in 
the lab 


schedule. Fisher had predicted that Ko¬ 
dak’s digital business would be prof¬ 
itable this year, but instead the losses 
are widening. One reason, says Fisher: 
“The scope of our digital effort has ex¬ 
panded dramatically” since he took over. 
Many of Kodak’s digital products are 
still in the lab, though a key one—an 



Internet-based digital photo service— 
is set to debut later this year. 

Fisher maintains that the second- 
quarter debacle reflects only short-term 
glitches, not a problem with his strate¬ 
gy. “When you’re trying to do as many 
things as we’re doing, there’s bound to 
be some things that don’t improve as 
fast as you planned,” says Fisher. He 
adds: “I don’t have the slightest hesita¬ 
tion that we’re on the right track.” 

He has believers, too. “He’s a tough 
guy to bet against,” says Erick Lucera, 
who follows Kodak for Independence 
Investment Advisors in Boston, which 
manages $26 billion in pension-fund as¬ 
sets. “He’s investing for the long term, 
and that’s what he needs to do.” 

Other analysts believe Kodak will 
continue to lose share to Fuji. And Pru¬ 
dential’s Henderson predicts that com¬ 
petition will be so stiff in digital imaging 
that Kodak may never see a big payoff 
from its investments. 

Fisher has no patience for the skep¬ 
tics. “People that get weak-kneed be¬ 
cause they can’t earn what the Street 
expects them to earn don’t have a fu¬ 
ture,” says Fisher. And though he has 
been mentioned as a leading candidate 
to become chairman of troubled at&t, he 
vows to stay at Kodak until at least 
2000. “There’s no way I could ethically 
or morally leave this situation,” he says. 
Those words might assure Kodak em¬ 
ployees. But investors are now looking 
for tangible results from a strategy that, 
for now, has drifted out of focus. 

By Geoffrey Smith in Boston , with 
Brad Wolverton in Atlanta , Ann 
Therese Palmer in Chicago , and bu¬ 
reau reports 
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DAVID STRICK/OUTLINE 


News: Analysis & Commentary 


DEALMAKERS 


PROFESSOR MILKEN'S 
LESSON PLAN 

He sees billions in education, tech consulting, and training 


T he audience has changed from bond 
traders to public school superinten¬ 
dents. But Michael R. Milken, the 
convicted junk-bond king who once held 
court at the Predators’ Ball, still knows 
how to work a crowd. At the Century 
Plaza Hotel in Los Angeles recently, 
Milken hosted his annual National Edu¬ 
cation Conference, where he handed out 
$25,000 awards to outstanding princi¬ 
pals and teachers. Milken moderated 
panels on technology in the classroom 
and the economics of educational soft¬ 
ware and programming. 

Milken is putting a lot of time and 
money into improving public education. 
But his efforts aren’t entirely philan¬ 
thropic. For Milken, the few million dol¬ 
lars it cost to stage the annual confer¬ 
ence is mere pocket change. He has 
invested far more in a plan to make a 
fortune in what he calls the biggest op¬ 
portunity around: the human capital 
market, by his reckoning a $100 billion 
industry, providing goods and services 
ranging from cd-roms for kids to high- 
tech consulting to employee training for 
the information economy. 

Milken’s vehicle: Knowledge Universe, 
a secretive company he launched last 
spring with Oracle Chairman Lawrence 
J. Ellison. Knowledge Universe has qui¬ 
etly built up a collection of businesses 
that, according to company president 
Thomas Kalinske, already totals $600 
million in sales and will reach $1 bil¬ 
lion in revenue by the end of the year. 
TECHIE DROUGHT. Those sales will come 
from a collection of companies that 
Milken has snapped up or invested in. 
They include a 50.1% stake in CRT, a 
British consulting and training company 
bought for $169 million, and most of the 
franchisees of Productivity Point Inter¬ 
national Inc., a Plantation (Fla.)-based 
training company. On July 23, he ac¬ 
quired Symmetrix, an $18 million tech¬ 
nology-consulting outfit near Boston. Up 
to seven more acquisitions are in the 
pipeline, say company executives. 

The plan is for Knowledge Universe 
to be the leading brand name in the 
fast-growing business of education prod¬ 
ucts and services. “We are suffering a 
chronic shortage of high-tech profes¬ 
sionals right now. You would have to 


be an idiot to lose money in the knowl¬ 
edge market over the next few years,” 
says Stan Lepeak of meta Group Inc., a 
technology consulting firm. 

Milken, who’s still worth an estimated 
$500 million, backed Knowledge Universe 
with $125 million of his own money. 


INFO HONCHO: His brother, Lowell, 
Milken has matched that contri- 
been on a bution, and Ellison 

shopping spree pitched in $250 million. 

To run the empire’s di¬ 
visions, Milken has enlisted veterans from 
the consulting, training, and toy indus¬ 
tries. Paul Garcia, a former First Data 
Corp. executive, heads training. Kalinske, 
former CEO of Sega of America and Mat¬ 
tel Inc., is president of the holding com¬ 
pany and CEO of the nascent kids’ divi¬ 
sion. Gresham T. Brebach, formerly an 
executive vice-president at Renaissance 
Solutions and a director of McKinsey & 
Co., came on board in February as chief 
executive of the consulting division. 

The most aggressive push at the mo¬ 
ment is in the information-technology 
(it) consulting arm. The company in¬ 


tends to create a comprehensive lineup 
of services—from consulting on produc¬ 
tion and process technologies to devising 
methods for valuing employees. Such 
consulting services are a hot growth 
area—40% to 50% a year, analysts say. 
But it’s hardly uncharted territory, with 
all the major accounting giants, such as 
Andersen Consulting, well entrenched 
as well as specialists occupying every 
niche. Says James Sims, chief executive 
of Cambridge Technology Partners Inc.: 
“It sounds like they aim to attack the 
six major areas of it consulting at once. 
I would question that.” 

Milken’s ambitions in the kids’-educa- 
tion market might be even tougher to 


realize. Shortly after joining forces with 
Milken, Kalinske made an unsuccessful 
offer for Knowledge Adventure, a leading 
maker of “edutainment” computer pro¬ 
grams. He’s now stalking three other 
possible acquisitions. But the consolidated 
market has few worthy targets left. 

Milken has even grander long-term 
plans, including a “virtual university” 
that would be beamed to students by 
satellite television or over the Internet. 
But despite the outsize ambitions, 
Knowledge Universe has one factor that 
can’t be discounted: Milken himself. 
“He’s our greatest off-balance-sheet as¬ 
set,” says Brebach. Will the junk-bond 
genius of the ’80s become the human 
capital titan of the 21st century? 

By Kathleen Morris in Los Angeles 
and Lisa Sanders in New York 


tjrar 



EXPANDING GALAXY 

The former junk-bond king's 
Knowledge Universe 
is growing fast 

CONSULTING Annual rev¬ 
enues: $20 million. Acquired 
Symmetrix consultancy, with 
$18 million in sales, July 23. 
Four more acquisitions 
planned for this year. 

TRAINING Annual revenues: 
$500 million. Paid $169 mil¬ 
lion last year for 50.1% of 
British trainer CRT. Bought 
most of Productivity Point 
International, with $150 mil¬ 
lion in sales. Now acquiring 
the rest of the company. 

KIDS EDUCATIONAL 
PRODUCTS Three acquisi¬ 
tions in progress. Emphasis 
on software, Internet publish¬ 
ing, and books. 

DATA: BUSINESS WEEK 
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passenger car in its class can offer as many standard safety features for 
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about. That's something that any parent can appreciate. 
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ANN KLINE 


News: Analysis & Commentary 


COMMENTARY 

By Howard Gleckman 

MY DAD'S HARROWING TRIP THROUGH A MEDICARE HMO 


A little more than a year ago, I 
learned that my father was dy¬ 
ing. “Let me put it to you this 
way: I wouldn’t sell him a six-month 
life-insurance policy,” said the cardi¬ 
ologist, who knew everything—and 
nothing—about the human heart. 

Since that day in May, 1996, my 
mother and I watched heart disease 
drain my father’s life away. First, he 
could not walk unaided. Then, he 
could not eat or sit up or speak. Even 
music, which he had loved since child¬ 
hood, was lost to him. On July 8, 1997, 
my father died. 

In those 14 months, 

I saw close up how 
medical care is deliv¬ 
ered to chronically ill 
seniors by health-main¬ 
tenance organizations 
trying to balance cost- 
saving with care. It 
was discouraging. 

If my family’s expe¬ 
rience was any gauge, 
there is a yawning gulf 
between the promise of 
Medicare hmos and re¬ 
ality. They pledge se¬ 
niors low-cost, compre¬ 
hensive care. But the 
hmos are businesses 
that can view the frail elderly—who 
need costly treatment—as a drain on 
earnings. To assure good care for my 
father, we had to spend a tremen¬ 
dous amount of time and energy ne¬ 
gotiating with doctors and plan rep¬ 
resentatives. But my father was 
lucky. He had my mother and me. 
What of the elderly who are alone? 
FEW options. More than 100,000 se¬ 
niors are joining hmos every month, 
and they now make up 12% of the 
Medicare population. This explosive 
growth is no surprise: hmos promise 
all the benefits of Medicare and of¬ 
ten offer extras, such as free pre¬ 
scription drugs. For many seniors, 
the only alternative is Medigap, pri¬ 
vate insurance that supplements 
Medicare. Such policies can be ex¬ 
pensive. My mother pays $133 a 
month for hers. 

President Clinton and many con¬ 
gressional Republicans see hmos as 
the key to driving down skyrocket¬ 


ing Medicare costs. The coming bud¬ 
get deal will likely push more se¬ 
niors into the plans. 

Yet despite the rush to hmos, no 
one really knows if they provide 
quality care for the frail elderly. One 
study, by John E. Ware of the New 
England Medical Center, found that 
chronically ill patients in hmos were 
twice as likely to suffer physical de¬ 
cline as those in traditional Medicare. 
Says Bruce M. Fried, director of 
Medicare’s Office of Managed Care: 

“I think we don’t know enough.” 


My father’s plan, Prudential 
Healthcare SeniorCare, did fine 
while he was relatively healthy and 
even immediately following his first 
heart attack. But that changed with 
the second episode of heart failure. 
On Aug. 21, after he had been in the 
hospital for nine days, my mother 
received a frightening phone call: Af¬ 
ter that day, Prudential would no 
longer pay for his stay. Unable to 
walk, catheterized, and loaded with 
medication, my father went home as 
my mother scrambled to find the 24- 
hour care he needed. 

Once he was home, getting care 
became a bureaucratic nightmare. 

He could not see a specialist without 
first visiting his primary-care doctor. 
That meant two office visits, each by 
ambulance. We also found that his 
doctor was painfully slow in re¬ 
sponding to problems. When we 
complained, Prudential’s advice was 
to change doctors. My mother called 


three. One wouldn’t take any more 
hmo patients. The other two never 
even called back. 

In a written statement, Amy 
Knapp, executive director of Pruden¬ 
tial HealthCare-South Florida said: 
“Our records indicate Mr. Gleckman’s 
physicians worked very closely with 
him to assure he was receiving the 
care he needed... Prudential Health- 
Care realizes... there may be cir¬ 
cumstances where a member’s ex¬ 
pectations are not met.” 

BARE MINIMUM. My father had the 
right to quit the hmo 
and return to Medicare. 
But given his condition, 
he would never have 
been able to buy Medi¬ 
gap insurance. As his ill¬ 
ness worsened, my fa¬ 
ther asked that no heroic 
measures be taken to 
prolong his life. He be¬ 
came a patient at a hos¬ 
pice that sent a nurse to 
visit him at home twice 
a week. In a system 
where Medicare spends 
more than $63 billion an¬ 
nually to care for the el¬ 
derly in the last year of 
life, my father chose to 
avoid costly hospitals. Still, getting 
even the modest care he needed to 
stay comfortable was a struggle. 

Some hmos are trying to do bet¬ 
ter. A few are giving patients long¬ 
term referrals to specialists rather 
than requiring a primary-care visit 
every time. Others have developed a 
hospice-like team approach in which 
nurses, social workers, doctors, and 
even clergy work together. 

Still, questions about quality of 
care have largely been lost in the 
debate over the financially troubled 
Medicare system. Congress is so fix¬ 
ated on finding $115 billion in budget 
savings that it has become oblivious 
to the consequences. There may be a 
way to hold down costs and provide 
high-quality care. But when it comes 
to the frail elderly, we are far from 
finding it. 


Gleckman covers economic trends 
from Washington. 
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READY 


Millions of businesses and consumers are looking for a secure way to buy and sell merchandise over the Internet. 




BY KUNINORI TAKAH ASH I/I M PACT VISUALS 


News: Analysis & Commentary 


MEDICINE 


EPILEPSY: THE ADVANCE 
OF THE CENTURY 

Cyberonics’ antiseizure device could revolutionize treatment 


F or years, Albert Jean fought a los¬ 
ing battle against epilepsy. Because 
of frequent uncontrollable seizures, 
the Reading (Mass.) youngster couldn’t 
ride a bike, swim, or cross the street. In 
junior high school, a teacher had to walk 
him to and from classes. “I didn’t want 
to be walked like a baby, even though I 
knew it was for my own safety,” says 
Jean, now 15. “I felt like an idiot.” 


cure for epilepsy, it significantly reduces 
the number and severity of seizures. 
That can make a difference in the ac¬ 
tivity, self-confidence, and overall well¬ 
being of those who suffer from the neu¬ 
rological disorder. Indeed, the product so 
impressed the fda that it expedited Cy¬ 
beronics’ review process and approved 
the device several months earlier than 
expected. 


that’s a potential U. S. market of $1.8 
billion. Those who use anti-epilepsy 
drugs might be tempted to switch be¬ 
cause the side effects of using the Cy¬ 
beronics device—coughing, hoarseness, 
and shortness of breath that can occur 
during stimulation—are less severe. 

Cyberonics is the brainchild of Jake 
Zabara, a now retired Temple Univer¬ 
sity neurophysiologist. Using medical 
research dating to the 1980s, he hy¬ 
pothesized that stimulation of the brain 
via the vagus nerve could create an 
anticonvulsion effect. Zabara joined 
with Reese S. Terry, now Cyberonics’ 
chairman, to obtain seed money from 
venture capitalists including Robert R 
Cummins, now Cyberonics’ chief exec¬ 
utive. St. Jude Medical Inc., the 
cardiovascular-device maker based in 




UNDER MY SKIN: Jean lives normally thanks to the electrode in his chest, which he can activate with a special wristband 


But when he starts high school this 
fall, Jean plans to go solo. That’s because 
his seizures have substantially subsided 
thanks to the first new therapy for 
epilepsy since drugs were tried 100 years 
ago. Implanted in Jean’s chest is a pace- 
maker-like electrode that continuously 
sends seizure-blocking signals to the 
brain through a nerve in his neck—and 
that he can activate if he feels a seizure 
coming on. Jean got the setup last year 
as part of a clinical trial by its manufac¬ 
turer, Cyberonics Inc., based in Webster, 
Tex., near Houston. Says Jean: “I feel 
like an absolute different person.” 

Cyberonics, which on July 16 received 
Food & Drug Administration approval 
to market the product in the U. S., is 
about to feel like an absolutely different 
company. While the vagus nerve stimu¬ 
lator—as the device is called—is not a 


The phone has been ringing off the 
hook at Cyberonics ever since. Analysts, 
investors, and medical experts say the 
10-year-old company—which has lost 
some $60 million since going public at 12 
a share in 1993—now seems poised to 
take off. Its shares have jumped nearly 
17%, to 8M, since the fda nod. 
lucrative market. Analysts now ex¬ 
pect the company to turn a profit with¬ 
in the next two to three years. “This is 
the only product like this in the world,” 
says analyst John R. Boettiger Sr. of 
Houston-based investment banking firm 
Harris Webb & Garrison. “Cyberonics 
has an unquestionable monopoly.” 

The market looks lucrative, too. Of 
the nearly 2 million Americans with 
epilepsy, doctors estimate that 200,000 
cannot be treated adequately with drugs. 
At $9,000 for each Cyberonics device, 


St. Paul, Minn., holds a 16% stake. 

Now the company has to prove it can 
manufacture and sell its invention. Half 
of the company’s 16-person direct-sales 
force has been hired since May. To move 
3,000 stimulators next year and as many 
as 7,000 in 1999, Cyberonics also is seek¬ 
ing support from physicians who par¬ 
ticipated in some seven clinical studies 
over the years. The company has about 
$15 million in cash but needs as much as 
$30 million to ramp up manufacturing 
and marketing. An easy solution might 
be to sell out to a big medical-equip¬ 
ment maker. But for now, Cummins 
says he’s not even thinking about that. 
“We’re focused on making [the device] a 
success,” he says. For Albert Jean, it al¬ 
ready is. 

By Stephanie Anderson Forest 
in Dallas 
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MasterCard and Visa, in partnership with IBM and other companies, created SET (stands for Secure Electronic 
Transaction), an open industry standard allowing secure credit card transactions over the Internet. 
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News: Analysis & Commentary 


BANKING 


A BANK AT NEARLY 
ANY PRICE 

Even at big multiples of book 
value, deals keep getting done 

E ight weeks ago, Signet Bank Chair¬ 
man Malcolm S. McDonald an¬ 
nounced plans to shut or sell a fifth 
of his bank's branches, cut its 4,400-per¬ 
son workforce by a quarter, and slash 
expenses by $58 million. That doesn't 
seem like performance that would jus¬ 
tify one of the priciest bank buyouts in 
history. But on July 21, First Union 
Corp. announced it would pay $3.25 bil¬ 
lion for Signet, based in Richmond, Va., 
a breathtaking 3.5 times book value. 
First Union Chairman and CEO Edward 
E. Crutchfield was so keyed up about 
the deal that, unable to sleep, he left his 
New York City hotel at 4:30 on the 
morning of the announcement to go 




Crutchfield is still 
pleased with the 
Signet deal, but he admits to 
feeling some sticker shock 


out in search of an all-night newsstand. 

The price of banking deals these days 
is enough to give anybody insomnia. 
Two years ago, few bankers would have 
dreamed of paying so dearly for a bank 
in Signet's shape. But for Crutchfield 
and other CEOs of major banks, who be¬ 
lieve financial services will be dominated 
by a dozen or so major players, the op¬ 
tions are simple: merge or molder. 

So the prices keep rising. Nations¬ 
Bank Corp. paid 2.6 times book value 


for St. Louis-based Boatmen's Banc- 
shares Inc. in a $9.5 billion deal last 
October. Then First Bank System 
bought U. S. Bancorp in March at 3.4 
times book, and Wachovia paid 2.8 times 
book value in June for Central Fidelity. 
“The trend is clearly up as we get few¬ 
er and fewer trophy franchises avail¬ 
able," says R. Harold Schroeder, ana¬ 
lyst with Keefe, Bruyette & Woods Inc. 
The top trophies still out there, say an¬ 
alysts and industry sources, include 
Summit Bancorp in New Jersey, Mer¬ 
cantile Bancorporation in St. Louis, and 
Firstar Corp. in Milwaukee. 

The hot stock market is fueling the 
price spiral—raising the tags of targets 
and giving buyers inflated shares to use 
as currency. Shares of both First Union 
and Signet are up more than 50% since 
last July. And with First Union’s stock 
dropping only 3% the day the Signet 
deal was announced, investors seem to 
be comfortable with the price tags. 

Still, Crutchfield himself admits to 
sticker shock. In his 13 years at the 
helm, he has notched nearly 80 deals 
while building First Union, based in 
Charlotte, N. C., into 
the nation's sixth 
largest bank. “It would 
not have occurred to 
me 10 years ago that 
I'd ever pay 1.5 times 
book, much less what 
I'm paying for Signet," 
Crutchfield says. 
“YARDMEN”? But he 
thinks he can make the 
Signet deal work. He 
may close as many as 
100 branches, yet still 
be the top bank in 
the state. And First 
Union's strong back- 
office operation as well 
as its financial-manage¬ 
ment and brokerage 
services should improve 
efficiencies and rev¬ 
enues. “First Union has 
a great track record of 
quickly integrating and 
carving out costs," says 
Sandra J. Flannigan, a banking analyst 
at Merrill Lynch & Co. 

Crutchfield says he expects to feel 
right at home in the wealthy Virginia 
market. “People who live in North Car¬ 
olina used to be yardmen for the people 
in Virginia, so we feel very close," he 
jokes. Still, at the prices Crutchfield and 
others are paying, there will be lots of 
tilling and uprooting before many of the 
current deals pay off. 

By David Greising in Atlanta 



DISASTER’FOR 
MOTOWN PAPERS? 

Having to rehire strikers 
would be a major defeat 

I t looked like a clear victory for man¬ 
agement in one of the nation's 
longest-running and most public la¬ 
bor disputes. When some 2,100 strikers 
walked off the job two years ago at 
The Detroit News and the Detroit Free 
Press , the papers’ joint owners, Gan¬ 
nett Co. and Knight-Ridder Inc., re¬ 
placed strikers with permanent new 
hires and wiped away union work rules. 
The move was costly: Circulation fell 
by a third, and losses topped $200 mil¬ 
lion. But the companies prevailed. They 
didn't miss a single day of publication 
and are edging back into the black. 

Now, their win may be reversed. In 
mid-June, a federal labor-law judge 
ruled that the papers had committed a 
raft of illegal labor practices, such as 
unilaterally imposing a new pay scale. In 
early July, the National Labor Relations 
Board sought an injunction to require 
the papers to take back the strikers. 
On July 31, a Federal District Court in 
Detroit is scheduled to hold hearings 
on the injunction—and it's likely to rule 
against Detroit Newspapers Inc., the 
company Gannett and kr set up to run 
the two papers. “Our success rate on 
injunctions has been about 90% in re¬ 
cent years, including appeals," says 
NLRB Chairman William B. Gould IV. 

The papers say they’ll come out on 
top at the hearing and vow to appeal if 
they don't. If they lose, 'That would be a 
disaster," says John Morton, head of 
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News: Analysis & Commentary 


Morton Research Inc., a Spencerville 
(Md.) company that tracks the indus¬ 
try. Detroit Newspapers would be 
forced to either fire replacements or op¬ 
erate at elevated staffing levels, Morton 
says. Costs would soar either way. Susie 
Ellwood, Detroit Newspapers’ vice-pres¬ 
ident for marketing, says the papers 
may have to recall strikers if the in¬ 
junction is upheld. 

Rehiring would undo management’s 
strategy and set back years of efforts to 
lift the papers’ profitability. In 1989, De¬ 
troit’s two big dailies got Justice Dept, 
permission to partially merge operations. 
But readership continued to slide, so 
Gannett and kr demanded changes in 
union work rules to cut costs, prompting 
a walkout on July 18, 1995. Gannett and 
kr adopted a take-no-prisoners stance. 
The papers hired new staffers and 
promised not to dump them if the strik¬ 
ers gave up. Management brought in 
hundreds of guards and even helicoptered 
papers out over the heads of picketing 
strikers. Motor City expressed solidarity 
with a boycott that slashed circulation 
by a third. Detroit Newspapers lost $150 
million in 1996 and $50 million last year. 
SPOILED plans. More losses loom if the 
papers have to recall the strikers, ana¬ 
lysts say. In February, the unions de¬ 
clared the strike over and management 
agreed to rehire strikers. But the com¬ 
pany refused to displace the workers it 
had hired during the strike. Since then, 
the papers have recalled 200 strikers, 
says Ellwood. Now the papers might 
have to bring back 1,091 more, leaving 
little room for the 1,115 replacements 
now on the job. 

The injunction would ruin the Gan- 
nett/KR strategy if it is upheld. The 
papers had expected to turn a profit 
this year because new work rules en¬ 
abled them to publish with some 400 
fewer full-time workers. If they are 
forced to rehire the strikers, manage¬ 
ment would have twice the staff it 
needs. So it would almost certainly fire 
many replacement workers. Even that 
would be costly. Some replacements 
would probably sue for damages. Oth¬ 
ers would probably collect large sever¬ 
ance packages. Ellwood declines to es¬ 
timate the potential cost. 

Even if Gannett and kr defeat the in¬ 
junction, the papers would still face 
charges of labor-law violations that could 
again require them to recall strikers— 
and cough up some $50 million a year in 
back pay. That case would take years to 
be resolved. But it means the strike 
may well wind up costing the papers a 
lot more than they bargained for. 

By Aaron Bernstein in Washington 



COMMENTARY 




BOXED IN: A peek at the future 


I t’s not paranoia. It’s not claustro¬ 
phobia. The walls really are clos¬ 
ing in. Offices are being torn down 
to make way for cubicles, and big cu¬ 
bicles are being chopped into small 
ones. Facility Performance Group 
Inc. in Ann Arbor, Mich., says work 
spaces have shrunk 25% to 50% over 
10 years for most workers at 70 big 
trend-setting companies. Offices now 
require 5 to 6 parking slots per 1,000 
rentable square feet, up from 3.5 to 4 
a few years ago, the International 
Facility Management Assn. says. 

This is one unhealthy trend. If it 
keeps up, by 2097 a typical middle 
manager’s work area will be 8 square 
feet—just enough for one person of 
ordinary girth, a plaque with the cor¬ 
porate motto (“People are our most 
important asset”), and a set of Dil- 
bert cartoon books. 

The first problem here is the eager¬ 
ness to save money on real estate at 
the expense of employees’ comfort and 
dignity. Second is the assumption that 
open spaces promote teamwork. If that’s 
so, then why are upper managers— 
who spend entire days in meetings— 
hardly ever encountered in cubicles? 

Disclosure: We at business week’s 
New York headquarters recently 
were informed that most of us will 
lose our private offices in a year or 
two. This prompted a closer look at 
cubicles, which are occupied by some 
35 million of the 45 million white-col¬ 


lar workers in this country. 

Cubicles do have advan¬ 
tages. They’re cheap to in¬ 
stall and rearrange. They 
save on rent. They make 
it easier for managers to 
monitor employees—al¬ 
ways a popular pastime. 
And they increase commu¬ 
nication, because people 
overhear one another. 

In fact, they overhear 
one another hour after 
hour. For many workers, 
cubicles are too open to 
permit deep concentration. 
At the same time, they’re 
too closed for spontaneous 
collaboration. Indeed, com¬ 
panies with cubicles are now creating 
meeting areas to foster teamwork. 
Good idea—except they’re shrinking 
cubicles to make room for the new 
communal spaces. 

Here’s a solution: Take a hard look 
at whether cutting costs on real es¬ 
tate is driving away good employees 
and shriveling the brains of those 
who stay. Then, give cubicles to peo¬ 
ple who can thrive in them, and pri¬ 
vate offices to people who need pri¬ 
vate spaces—based on function, not 
pay scale. Microsoft Corp., which has 
development projects requiring in¬ 
tense collaboration, nonetheless gives 
its programmers private offices. 

Why? So they can think—and be¬ 
cause the perk helps attract top tal¬ 
ent. Adobe Systems Inc. likewise 
went from 40% private offices to 98% 
when it moved into new headquar¬ 
ters in San Jose, Calif., last August. 

Shooing people out of private of¬ 
fices doesn’t guarantee a burst of 
brilliant collaboration. “There’s a ten¬ 
dency for people to assume you can 
buy the right furniture and suddenly 
get teams out of it,” says Jeff 
Reuschel, manager of officing re¬ 
search for Haworth Inc. in Holland, 
Mich. Brainstorming among people 
lacking peace and quiet produces 
brain drizzle. Companies such as Mi¬ 
crosoft and Adobe understand that. 

Coy is associate economics editor . 
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In Business This Week 


EDITED BY KELLEY HOLLAND 


HEADLINER: BERNARD ARNAULT 


A SPIRITS RACE PICKS UP SPEED 


BOEING-McDONNELL 
GETS A THUMBS-UP 

IT WAS A HIGH-STAKES GAME 
of poker until the last minute, 
but Boeing managed to win 
European Union endorsement 
on July 23 for its $14 billion 
merger with McDonnell 
Douglas. Boeing left some 
chips on the table: It agreed 
to give up the exclusive- 
supplier agreements it had ne¬ 
gotiated with American Air¬ 
lines, Delta Air Lines, and 
Continental Airlines. “If we 
allow this type of long-term 
exclusive contract, the com¬ 
petitors will be out of busi¬ 
ness,” complained European 
antitrust chief Karel van 
Miert, who worried that the 
combined company would con¬ 
trol 85% of the world’s air 
fleet and shut out France’s 


CLOSING BELL 


DELl-LICIOUS 

On July 23, Dell Computer’s 
stock hit 167X, a 52-week high 
and a 211% jump sofarthis 
year. Dell, which closed at 164 
that day, now sells at a stratos¬ 
pheric p-e: 48 times last year’s 
earnings, about double that of 
Sun Microsystems, Compaq 
Computer, and Gateway 2000. 
One reason: PC success is fund¬ 
ing moves into high-margin 
areas such as engineering work¬ 
stations, to be announced on 
July 28. Earnings for the second 
quarter are expected to rise 85%, 
to $196 million, with a jump of 
67%, to $900 million, for the 
fiscal year, says First Call. 



JULY 1, '97 JULY 23 

DATA: BLOOMBERG FINANCIAL MARKETS 


Airbus Industrie. Now, Boe¬ 
ing is stuck with the gener¬ 
ous terms it agreed to when it 
negotiated the exclusives with 
the carriers. But Boeing won 
the big pot: Now there are no 
obstacles to a final approval 
of the McDonnell merger, 
which will be submitted to a 
shareholder vote on July 25. 

PENNZOIL’S SUITOR 
IS WILLING TO WAIT 

THE BATTLE CONTINUES: UNION 
Pacific Resources is extending 
until Sept. 24 a $6.4 billion 
cash-and-stock tender offer for 
Pennzoil. As of July 21, Union 
Pacific Resources had the sup¬ 
port of holders of 61.5% of 
outstanding Pennzoil shares. 
Pennzoil’s anti-takeover de¬ 
fenses mean the tender will 
have little immediate effect. 
In fact, Pennzoil ceo James 
Pate continues to reject as “in¬ 
adequate” Union Pacific’s of¬ 
fer. But analysts say the near¬ 
ly two-thirds of shares 
tendered may force Pennzoil 
management to negotiate. 
Union Pacific Resources has 
said it may raise its bid if it 
can review Pennzoil’s books. 


WACKENHUT WINS 
ITS PRISON BID 

GO TO JAIL AND COLLECT $300 
million. That’s what Wacken- 
hut Corrections will get to do 
in California. On July 22, the 
company was awarded the 
largest privatization contract 
ever for a prison—a 2,048-bed 
minimum-security facility in 
Taft, Calif. Wackenhut beat 
out competitor Corrections 
Corp. of America. Managing 
the Taft prison is expected to 
generate revenues of as much 
as $300 million over the next 
10 years. Wackenhut also is 
competing for other contracts 
to manage prisons, and not 
just in the U. S.: One bid is 
for a 900-bed detention cen¬ 
ter for Australia’s immigra¬ 
tion service. That decision is 
expected in August. 


Bernard Arnault couldn’t 
stay out of the fray much 
longer. On July 21, the 
chief of lvmh resigned 
from Guinness’ 
board in order to 
pursue his 
three-way 
merger propos¬ 
al for LVMH, 

Guinness, and 
GrandMet. His 
goal: to create a 
wine-and-spirits giant 
out of GrandMet’s Interna¬ 
tional Distillers & Vintners, 
lvmh’s Moet Hennessy, and 
Guinness’ United Dis¬ 
tillers—though Guinness 
and GrandMet are pursu¬ 
ing a merger of their com¬ 
panies without LVMH. 

Resigning from Guinness 
made it easier for Arnault 
to sell some of his 14.2% 


HOW’D YOU 6ET THIS 
NUMBER?FROM ROL 

WHICH IS MORE ANNOYING: 
getting a continuous busy sig¬ 
nal when trying to go online 
or rushing to the phone only 
to find it’s a telemarketer 
calling? Either way, America 
Online is there for you. The 
Vienna (Va.) company told its 
8 million users on July 21 
that it will give their phone 
numbers to online marketing 
partners such as cue Inter¬ 
national. The marketers are 
expected to use aol’s phone 
lists to sell everything from 
housewares to sporting goods. 
aol says its users can have 
their numbers taken off the 
lists with a quick click of the 
mouse. 


SUNBEAM SHINES 
UNDER ‘CHAINSAW AL’ 

AL DUNLAP IS WINNING 
friends—on Wall Street, at 
least. A year after “Chain- 


stake. He is using the pro¬ 
ceeds to buy more Grand¬ 
Met stock, bringing lvmh’s 
GrandMet stake to 
11.05%. That gives 
him enough 
shares to de¬ 
mand a share¬ 
holders’ meet¬ 
ing to consider 
his three-way 
merger proposal 
ahead of the meet¬ 
ing planned to con¬ 
sider the Guinness-Grand- 
Met plan. 

A Guinness spokesman 
says: “We are confident our 
shareholders will vote for 
our proposal.” But if Ar¬ 
nault prevails on Grand¬ 
Met, life could be difficult 
for Arnault’s former chums 
at Guinness. 

By Mia Trinephi 


saw Al,” as Dunlap is known, 
took the helm at Sunbeam, 
the troubled appliance maker 
is recovering. Adjusting for 
divested operations, Sun¬ 
beam’s second-quarter income 
has jumped from $7.2 million 
to $26.2 million. Sales are up 
13%. Meanwhile, its stock has 
soared to 40, from 12. “I’ve 
done nine major turnarounds, 
and in my view, this was the 
most difficult,” says Dunlap. 
What’s next? Possibly an ac¬ 
quisition or a merger, he 
says. 

ETCETERA... 

■ Time Warner will carry 
News Corp.’s Fox News in 
New York. 

■ Clinton formally nominated 
William Weld to be ambas¬ 
sador to Mexico. 

■ 3Com and ibm are widen¬ 
ing their computer-network¬ 
ing alliance. 

■ Blue Jays President Paul 
Beeston will be president of 
Major League Baseball. 
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Change Happens Fast. 


Now There Are Two New 
Ways to Get Up to Speed. 


This summer Business Week and CNBC are teaming up to provide a comprehensive 
and timely look at the phenomenon that is Silicon Valley. In its August 18-August 25 
special double issue, Business Week will explore the past, present and future of this 
vaunted slice of Northern California. Beginning August 4 and running throughout the 
day for two weeks, CNBC will pick up where Business Week leaves off, with 
complementary coverage in segments throughout the day. 

Both Business Week and CNBC will talk to the people who put Silicon Valley on the 
map and examine how the unorthodox business culture born here has increasingly 
become the model for Corporate America. Other technology hot-spots around the 
globe, some already well-known, others likely to become household names, will also 
be featured in these special reports. 

The world is changing; don’t get left behind. 
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Washington Outlook 


EDITED BY OWEN ULLMANN 


GINGRICH IS ON THIN ICE 
-AND SO IS THE GOP AGENDA 


[Bouse Republicans love to promote family values, but 
■■ these days their clan looks more like a bunch of bumbling 

I Borgias than clean-cut Cleavers. The failed coup against 
Speaker of the House Newt Gingrich that made for deli¬ 
cious political theater—and gleeful Democrats—has an all-too- 
serious side for the gop: It threatens to undermine the Re¬ 
publicans’ legislative agenda—and could even jeopardize their 
slender House majority. 

Gingrich has put his waning prestige on the line in a bid to 
persuade House Republicans to adopt a leave-it-to-Newt 
strategy. Mainstream conservatives and moderates are rally¬ 
ing behind the embattled Speaker so that 
talks with President Clinton on a balanced- 
budget and tax-cut deal don’t unravel. Sen¬ 
ate Majority Leader Trent Lott (R-Miss.) 
lent a helping hand by moving toward the 
more conservative House position on taxes. 

URGE TO MERGE. Still, the House squabbling 
is far from resolved as Gingrich’s allies vow 
revenge against coup collaborators. And it 
could snarl key initiatives such as trade lib¬ 
eralization, new clean-air rules, and approval 
of the tobacco settlement. “If we don’t learn 
how to pull together as a party, our agenda 
is going to be badly damaged,” frets Rep¬ 
resentative Marge Roukema (R-N. J.). 



WARMER DAYS:' Newt Gingrich , Tpm 
DeLay, and Dick Armey in ’94 


It’s not only the gop’s legislative program that’s at risk. 
Protracted ideological bloodshed could convince voters that 
Republicans lack the right stuff to rule. “The longer it drags 
out, the worse the Republican chances in ’98,” says political 
scientist Steven E. Schier of Carleton College in Minnesota. 

Gingrich tried to get his colleagues to set aside their per¬ 
sonal animus—at least for the time being—after venting 
their frustrations at a closed-door meeting set for July 23. “I 
will not allow another chapter to be written in this tiresome 
and overwrought saga,” the Speaker declared. But behind the 
show of unity is a grim reality: shattered trust between Gin¬ 


grich and his closest deputies, Majority Leader Richard K. 
Armey, Majority Whip Tom DeLay, and House GOP and Con¬ 
ference Chair John A. Boehner, all implicated in the aborted 
coup. “It’s not clear that this group can work together,” wor¬ 
ries a business lobbyist. 

NEW CADRE. An early test will come in September, when the 
President seeks renewed authority to negotiate trade pacts on 
a “fast track”—without congressional micromanagement. He 
will need free-trader Gingrich to rally Republicans behind this 
top priority of U. S. multinationals. Trouble is, GOP opposition 
to trade pacts is growing, especially among populist rene¬ 
gades, who are most unhappy with Newt. 

A House divided would also make it 
harder for Gingrich to craft a compromise 
between GOP moderates and anti-regulato- 
ry conservatives on tougher clean-air rules 
sought by Clinton. Another casualty could 
be the tobacco settlement, already facing 
skeptical Republicans. Moreover, Gingrich 
will have to struggle to round up the GOP 
votes needed to approve NATO expansion, a 
plan facing bipartisan resistance. 

Making matters trickier, Gingrich is cob¬ 
bling together an ad hoc leadership cadre 
he trusts. It includes Conference Vice-Chair 
Jennifer B. Dunn of Washington, Chief 


Deputy Whip J. Dennis Hastert of Illinois, and loyal com¬ 
mittee chairmen such as Appropriations czar Bob Livingston 
of Louisiana. 

Gingrich is counting on this popular group to damp the 
flames of rebellion. But ultimately, it’s up to the patriarch to 
keep his family together. That, Republicans say, means no 
more ethics flaps, freelance policy pronouncements, or shoot- 
from-the-lip controversies. Such a fundamental change in 
style is so unlikely that even admirers wonder how long the 
Speaker will be sitting at the head of the House gop table. 

By Amy Borrus and Richard S. Dunham 


CAPITAL WRAPUP 


HAVE A NICE WORKER DAY? 

► In-your-face lobbyist Thomas J. 
Donohue plans fireworks for Labor 
Day, when he starts his new job as 
head of the U. S. Chamber of Com¬ 
merce. He intends to declare the most 
sacred day for organized labor as a 
national “Let’s Celebrate Workers” 
holiday. He’ll travel the country in a 
leased jet, talking up the need for a 
better-educated workforce, funds for 
worker retraining, and policies that 
bring in more skilled immigrants. His 
intention: steal Big Labor’s thunder. 


SHUN IRAN-OR ELSE 

► The economic noose around Iran 
may get tighter. A 1996 law imposed 
sanctions on foreign companies that 
invest $40 million or more in Iran’s oil 
sector. On Aug. 5, the law will let 
President Clinton lower the threshold 
to $20 million. Most likely to get 
burned: France’s Total, which is 
involved in a big Iranian oil project. 
Clintonites are irked at lackluster 
support from the European Union, 
which meets on July 26 to discuss its 
response to the Iran crackdown. 


WIRELESS... AND PENNILESS 

► The Federal Communications Com¬ 
mission is scrambling to prevent the 
default of up to $9 billion pledged by 
fledgling wireless telecommunications 
operators in government-sponsored 
spectrum auctions last year. On July 
22, the agency set up a task force 
headed by staffer Jon Garcia to rec¬ 
ommend solutions to commissioners 
this fall. One option: restructure the 
bidders’ financing arrangements by 
stretching out quarterly payments to 
annual ones. 
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SOUTH KOREA 


QUAKING 
IN SEOUL 

Now, the banks are in trouble, too 


O ne by one, South Korea’s huge 
conglomerates keep keeling over. 
Since January, the Hanbo and 
Sammi construction and steel 
chaebol , as these diversified giants are 
called, have failed under the weight of 
massive debts. Spirits vendor Jinro and 
textile giant Dainong are on life sup¬ 
port, kept out of bankruptcy only by 
their creditors. On July 15, the $20 bil¬ 
lion Kia Group, which owns Korea’s 
second-biggest auto maker, barely 
avoided collapse when lenders disman¬ 
tled it in exchange for a moratorium on 
debt payments. Kia Chairman Kim Sun 
Hong was outraged, says one Seoul 
bank executive. But the group owes 
$10.7 billion. “We had to do something 
drastic,” the banker says. 

Now, Seoul officials are confronting a 
new dimension of the corporate crisis: 
the possibility of a meltdown in the 
banking sector. Korean banks were hold¬ 
ing at least $18 billion in dud loans in 
December. That number is far higher 
now, and each chaebol failure pushes 
the major commercial banks closer to 
the brink. This year alone, lenders have 
given $24.6 billion—roughly 10% of 
South Korea’s money supply—to the 
five chaebol that have slipped into in¬ 
solvency. And Standard & Poor’s has 
now placed five banks on a credit watch. 
If the massive loans prove uncollectible, 
the banks’ combined shareholder equity 
could be wiped out. The crisis cries out 
for a dramatic restructuring of the cor¬ 
porate and banking sectors. But the sit¬ 
uation is so bad, and resistance to 
change still so strong, that reforms now 
proposed may not be enough. 

HIGH RISKS. Little wonder that the 
mood in Seoul is “fraught with tension 
and uncertainty,” says Han Seung Soo, 
a former Finance Minister and Deputy 
Prime Minister. Resolving the crisis 
will require all the finesse President 
Kim Young Sam’s technocrats can 


LIFE SUPPORT 

Carmaker Kia is the 
latest chaebol to 
battle bankruptcy 


muster. If they go too 
slowly, the debt mess will 
haunt South Korea’s com¬ 
panies and banks well 
into the next century. 

Push too hard, and they 
could trigger a massive 
sell-off of real estate, eq¬ 
uity holdings, and busi¬ 
nesses by cash-strapped 
banks and chaebol. That, 
in turn, could set off a 
deflationary spiral that 
would push the economy 
into a recession. 

Kim’s government is fi¬ 
nally taking steps to 
avert major collapses 
among the banks. With 
back-to-back chaebol fail¬ 
ures prompting U. S. and Japanese 
banks to cut credit lines or demand 
hefty premiums on loans, the Bank of 
Korea has extended $3.5 billion in 
emergency foreign-currency loans to 
domestic banks. And on July 17, the 
central bank received a request for $1.1 
billion in low-interest loans from Korea 
First Bank, the nation’s second-biggest 
commercial bank, which lent nearly $1 
billion to Kia. Korea First is carrying 
roughly $3.2 billion in nonperforming 
or risky loans, and it posted a first- 
half loss of $417 million, the largest in 
Korean banking history. 

The Finance & Economy Ministry 
may force the bank to restructure—or 
merge with a stronger bank. “We are 
trying to avoid the early stages of a 
bank panic,” says Yoon Chong Won, 
the ministry’s assistant director of fi¬ 
nancial policy. 

On July 10, the Finance Ministry 
also announced new lending restric¬ 
tions. The guidelines bar banks from 
lending more than 45% of their capital 
base to any one chaebol. To discour¬ 
age high debt levels, they limit tax 


write-offs on interest pay¬ 
ments to companies with 
debt ratios beyond 500%. 
They also sweeten other tax 
write-offs to encourage the 
chaebol to pay off loans by 
selling chunks of their estimated $40 
billion worth of real estate holdings. 

These measures follow years of inef¬ 
fective financial reform, official med¬ 
dling in lending decisions, and reckless 
corporate borrowing. According to the 
ministry, 170 major Korean companies 


CANDIDATE LEE: 

CAN HE CLEAN UP 
THE MESS? 

t was a rowdy, mudslinging affair at 
the New Korea Party convention on 
July 21. Yet South Korea’s ruling party 
managed to nominate a strong successor 
to President Kim Young Sam for the gen¬ 
eral election in December. He’s Lee Hoi 
Chung, a 62-year-old former Supreme 
Court judge, top election watchdog, and 
Prime Minister. Lee is expected to push 
much harder than Kim for economic re- 


46 BUSINESS WEEK / AUGUST 4, 1997 





















Sm FRESH IDEAS 

I “The new era will be one of 
I unlimited competition,” sa- s 
BP Lee Hoi Chung 

I 1 dency for the next five-year term. 

I Lee became something of a hero in 
* I 1994 when he quit the ceremonial 
I 1 post of Prime Minister after run- 
gjjggg ins with Kim over his autocratic 
I style. “He’s very clean and really 
I what the country needs/’ says 
Bi Won Jae Cho, 47, a former student 
protester. Given the economic challenges 
facing South Korea’s winded Tiger econ¬ 
omy, the nation certainly hopes so. 

By Brian Bremner in Seoul 


forms, including reducing the domi¬ 
nance of the chaebol and opening up 
to more foreign competition. And 
he’s quite open about the pain it will I 
inflict on Korea’s fortress economy. 

“The new era will be one of unlimit¬ 
ed competition,” he told delegates at {■ 
Seoul’s Olympic stadium. 

In the past, South Korean presi¬ 
dents have handpicked their succes- __ 
sors. This time, Kim remained above I 
the fray, and new rules gave the 
party’s 11,000-plus delegates more 
clout. The only intrigue came when B 
one rival leveled unsubstantiated charges 
that Lee had bought votes to bolster his 
support. Yet the uproar passed. And Lee 
easily defeated his key rival, 49-year-old 


provincial governor Rhee In Je—a blus¬ 
tery man who claimed Seoul could also 
put a spacecraft on Mars. 

Odds are that Lee will win the presi- 


The Bad News Keeps Coming 

► Five major conglomerates ► Banks have more 
bankrupt or forced to than $18 billion in 

restructure bad loans 


► 170 major companies 
with debt-equity ratios 
of more than 500% 


► Central bank bailing out 
faltering lenders 


now have debt-to-equity ratios exceed¬ 
ing 500%. Hanwha, for example, is at 
751%, and Ssangyong comes close with 
409%. “Over the next three to five 
years, the Korean economy will have to 
work off overcapacity in virtually all 
sectors of industry,” says Rhee Namuh, 
an economist with Dongbang Peregrine 
Securities. 

Given the extent of the banks’ expo¬ 
sure, it’s hard to see how the new 
edicts can reverse what decades of 
sloppy lending have wrought. “These 


are good rules—and about 
five years too late,” says 
Raoul Oberman, a senior 
manager with McKinsey & 
Co. in Seoul. Other moves 
are even less inspiring. 
Seoul lenders have band¬ 
ed together to give cash- 
strapped companies such 
as Jinro, Dainong, and now 
Kia two-month breaks on 
debt payments as long as 
they drastically restruc¬ 
ture. Kia, for instance, 
must now sell off 14 sub¬ 
sidiaries and $3.5 billion 
worth of real estate and 
other assets to pay off its 
debts in order to stay out 
of bankruptcy. 

DAMAGED GOODS. Trouble 
is, these assets will fetch far less for 
the banks now that Kia is viewed as 
damaged goods and its assets must be 
sold off in haste. Worse, the banks are 
expected to extend fresh loans to Kia 
as part of the deal—possibly throwing 
more good money after bad. Indeed, 
there is scant evidence that Seoul 
bankers are turning off the cash spigot. 
When the stock market fell by 26% 
last year, making equity finance unat¬ 
tractive, companies merely increased 
their short-term borrowing. Nor have 


they let up. Korean companies record¬ 
ed an additional $53 billion in debt dur¬ 
ing the first quarter, says the Bank of 
Korea. That’s on top of the $845 billion 
already owed to domestic lenders. 

Widespread cronyism in the bank¬ 
ing establishment and the government 
ministries may also stall reforms. Soon 
after the Kia news broke, Korea First 
Bank President Roo Shee Yul, a former 
central bank official, visited an old col¬ 
league, central bank Governor Lee 
Kyung Shik, to request financial 
help. It’s not clear whether his old 
ties will help. But many in the 
finance sector worry that if troubled 
players can use contacts to get prefer¬ 
ential treatment, they won’t carry 
out the kind of cost-cutting and belt¬ 
tightening that is needed. Insists 
Kwang Soo Shim, assistant governor 
at Korea Development Bank: “That era 
is over.” 

Kim’s government, weakened by po¬ 
litical scandal and preoccupied with up¬ 
coming December elections, may not 
be able to rise to the occasion and lead 
the country out of this mess. Yet until 
the government stops telling banks 
what loans to make, until weaker banks 
merge into stronger ones, and until the 
chaebol clean up their balance sheets, 
it’s going to be one wild ride. 

By Brian Bremner in Seoul 
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At your age, 

with your high cholesterol, 
what's your risk 
of a first heart attack? 


If you have high cholesterol, figure your risk of a first heart attack. 

Fill in your points for each risk factor. 

H Age: Men . □ 

Opts. Less than 35 2pts. 40 to 48 4pts. 54+ 

1 pt. 35 to 39 3pts. 49 to 53 

I I Age: Women 

0 pts. Less than 42 2 pts. 45 to 54 4 pts. 74+ 

1 pt. 42 to 44 3 pts. 55 to 73 

□ Family History: 

2 pts. My family has a history of heart disease or heart 

attacks before the age of 60 

|^J| Inactive Lifestyle: Q 

1 pt. I rarely exercise or do anything physically 
demanding 

Q Weight: 

1 pt. Lm more than 20 lbs. over my ideal weight 

□ Smoking: 

1 pt. Lm a smoker 

Diabetic: 

1 pt. Male Diabetic 

2 pts. Female Diabetic 

□ Total Points 


Total Cholesterol Level: 

0 pts. Less than 240 mg/dL 

1 pt. 240 to 315 mg/dL 

2 pts. More than 315 mg/dL 

HDL Level (good cholesterol): 

0 pts. 39 to 59 mg/dL 

1 pt. 30 to 38 mg/dL 

2 pts. Under 30 mg/dL 
-1 pt. Over 60 mg/dL 

Blood Pressure: 

I don't take blood pressure medication; my blood 
pressure is: 

(Use your top or higher blood pressure number) 

0 pts. Less than 140 mmHg 

1 pt. 140 to 170 mmHg 

2 pts. Greater than 170 mmHg 

(or) 

1 pt. I am currently taking blood 
pressure medication 


If you scored 4 points or more, you could be at above average risk of a first heart attack 
compared to the general adult population. The more points you score, the greater your risk. 


If you have already had a heart attack or have heart disease, your heart attack risk 
is significantly higher. Only your doctor can evaluate your risk and recommend 
treatment plans to reduce your risk. If you don't know your cholesterol level or 
blood pressure, ask your doctor if your levels should be checked. 


American Heart 
Association, 




Fighting Heart Disease 
and Stroke 




Pravachol, in combination with diet, is 
proven to reduce the risk of a first heart 
attack, reduce the risk of death from 
heart disease, and reduce the need for 
surgery to clear blocked coronary 


arteries (such as bypass or angioplasty) 
based on a landmark study including 
over 6,500 males with high cholesterol 
and no evidence of heart disease. 
Because Pravachol is a prescription 


drug, you should ask your doctor or 
healthcare professional if Pravachol is 
right for you. Some mild side effects, 
such as slight rash or stomach upset, 
occur in about 2-4% of patients. 







PR®CHOK 

Proven to help prevent 
first heart attacks in people 
with high cholesterol. 


Pravachol is the only cholesterol¬ 
lowering drug of its kind proven to 
help prevent first heart attacks. And the 

grim fact is, up to 33% of people do not 
survive their first heart attack. Improving 
your diet and exercise is an important 
first step, but may not be enough. So ask 


your doctor about Pravachol. It reduces 
the risk of a first heart attack and the need 
for surgery to clear blocked coronary 
arteries. Pravachol has been prescribed 
by doctors for millions of men and 
women worldwide. It could help you live 
a longer, healthier life. 


Ask your doctor if PRAVACHOL is right for you. Or call 
1-800-PRE VENT for information on first heart attack prevention 
including a free brochure from the American Heart Association. 
It's all provided by Bristol-Myers Squibb. 


Visit our Web site at www.prayachol.com 

Pravachol should not be taken by 
women who are pregnant or nursing, 
people who are allergic to any of its 
ingredients or by anyone with liver 
disease. Your doctor may perform simple 


PRWCHOL 

pravastatin sodium 


Proven to help prevent 
first heart attacks. 


blood tests to check your liver function 
before and during treatment with 
Pravachol. Muscle pain or weakness 
could be a sign of a rare but serious side 
effect and should be reported to your 


doctor right away. Be sure your doctor 
knows about other medications you may 
be taking in order to avoid any possible 
serious drug interactions. Please see 
important information on the next page. 









PRAVACHOL® 

Pravastatin Sodium Tablets 

CONTRAINDICATIONS: Hypersensitivity to any component of this medication. Active liver disease or unexplained, persistent 
elevations in liver function tests (see WARNINGS). Pregnancy and lactation. Atherosclerosis is a chronic process and 
discontinuation of lipid-lowering drugs during pregnancy should have little impact on the outcome of long-term therapy of 
primary hypercholesterolemia. Cholesterol and other products of cholesterol biosynthesis are essential components for fetal 
development (including synthesis of steroids and cell membranes). Since HMG-CoA reductase inhibitors decrease cholesterol 
synthesis and possibly the synthesis of other biologically active substances derived from cholesterol, they may cause fetal harm 
when administered to pregnant women. Therefore, HMG-CoA reductase inhibitors are contraindicated during pregnancy and in 
nursing mothers. Pravastatin should be administered to women of childbearing age only when such patients are highly 
unlikely to conceive and have been informed of the potential hazards. If the patient becomes pregnant while taking this 
class of drug, therapy should be discontinued and the patient apprised of the potential hazard to the fetus. 

WARNINGS: Liver Enzymes: HMG-CoA reductase inhibitors, like some other lipid-lowering therapies, have been associated 
with biochemical abnormalities of liver function. Increases of serum transaminase (ALT, AST) values to more than 3 times the 
upper limit of normal occurring on 2 or more (not necessarily sequential) occasions have been reported in 1.3% of patients 
treated with pravastatin in the US over an average period of 18 months. These abnormalities were not associated with 
cholestasis and did not appear to be related to treatment duration. In those patients in whom these abnormalities were believed 
to be related to pravastatin and who were discontinued from therapy, the transaminase levels usually fell slowly to pretreatment 
levels. These biochemical findings are usually asymptomatic although worldwide experience indicates that anorexia, weakness, 
and/or abdominal pain may also be present in rare patients. In the largest long-term placebo-controlled clinical trial with 
pravastatin (Pravastatin Primary Prevention Study; See Clinical Pharmacology), the overall incidence of AST and/or ALT 
elevations to greater than three times the upper limit of normal was 1.05% in the pravastatin group as compared to 0.75% in 
the placebo group. One (0.03%) pravastatin-treated patient and 2 (0.06%) placebo-treated patients were discontinued because 
of transaminase elevations. Of the patients with normal liver function at week 12, three of 2875 treated with pravastatin 
(0.10%) and one of the 2919 placebo patients (0.03%) had elevations of AST greater than three times the upper limit of normal 
on two consecutive measurements and/or discontinued due to elevations in transaminase levels during the 4.8 years (median 
treatment) of the study. It is recommended that liver function tests be performed prior to and at 12 weeks following 
initiation of therapy or the elevation of dose. Patients who develop increased transaminase levels or signs and symptoms 
of liver disease should be monitored with a second liver function evaluation to confirm the finding and be followed thereafter 
with frequent liver function tests until the abnormality(ies) return to normal. Should an increase in AST or ALT of three times the 
upper limit of normal or greater persist, withdrawal of pravastatin therapy is recommended. Active liver disease or unexplained 
transaminase elevations are contraindications to the use of pravastatin (see CONTRAINDICATIONS). Caution should be 
exercised when pravastatin is administered to patients with a history of liver disease or heavy alcohol ingestion (see CLINICAL 
PHARMACOLOGY: Pharmacokinetics/Metabolism). Such patients should be closely monitored, started at the lower end of 
the recommended dosing range, and titrated to the desired therapeutic effect. Skeletal Muscle: Rare cases of 
rhabdomyolysis with acute renal failure secondary to myoglobinuria have been reported with pravastatin and other 
drugs in this class. Uncomplicated myalgia has also been reported in pravastatin-treated patients (see ADVERSE 
REACTIONS). Myopathy, defined as muscle aching or muscle weakness in conjunction with increases in creatine 
phosphokinase (CPK) values to greater than 10 times the upper normal limit, was rare (< 0.1 %) in pravastatin clinical trials. 
Myopathy should be considered in any patient with diffuse myalgias, muscle tenderness or weakness, and/or marked elevation 
of CPK. Patients should be advised to report promptly unexplained muscle pain, tenderness or weakness, particularly if 
accompanied by malaise or fever. Pravastatin therapy should be discontinued if markedly elevated CPK levels occur or 
myopathy is diagnosed or suspected. Pravastatin therapy should also be temporarily withheld in any patient 
experiencing an acute or serious condition predisposing to the development of renal failure secondary to 
rhabdomyolysis, e.g., sepsis; hypotension; major surgery; trauma; severe metabolic, endocrine, or electrolyte 
disorders; or uncontrolled epilepsy. The risk of myopathy during treatment with another HMG-CoA reductase inhibitor is 
increased with concurrent therapy with either erythromycin, cyclosporine, niacin, or fibrates. However, neither myopathy nor 
significant increases in CPK levels have been observed in three reports involving a total of 100 post-transplant patients (24 
renal and 76 cardiac) treated for up to two years concurrently with pravastatin 10-40 mg and cyclosporine. Some of these 
patients also received other concomitant immunosuppressive therapies. In one single-dose study, pravastatin levels were found 
to be increased in cardiac transplant patients receiving cyclosporine. Further, in clinical trials involving small numbers of 
patients who were treated concurrently with pravastatin and niacin, there were no reports of myopathy. Also, myopathy was not 
reported in a trial of combination pravastatin (40 mg/day) and gemfibrozil (1200 mg/day), although 4 of 75 patients on the 
combination showed marked CPK elevations versus one of 73 patients receiving placebo. There was a trend toward more 
frequent CPK elevations and patient withdrawals due to musculoskeletal symptoms in the group receiving combined treatment 
as compared with the groups receiving placebo, gemfibrozil, or pravastatin monotherapy (see PRECAUTIONS: Drug 
Interactions). The use of fibrates alone may occasionally be associated with myopathy. The combined use of 
pravastatin and fibrates should be avoided unless the benefit of further alterations in lipid levels is likely to outweigh 
the increased risk of this drug combination. 

PRECAUTIONS: General: Pravastatin may elevate creatinine phosphokinase and transaminase levels (see ADVERSE 
REACTIONS). This should be considered in the differential diagnosis of chest pain in a patient on therapy with pravastatin. 
Homozygous Familial Hypercholesterolemia. Pravastatin has not been evaluated in patients with rare homozygous familial 
hypercholesterolemia. In this group of patients, it has been reported that HMG-CoA reductase inhibitors are less effective 
because the patients lack functional LDL receptors. Renal Insufficiency. A single 20 mg oral dose of pravastatin was 
administered to 24 patients with varying degrees of renal impairment (as determined by creatinine clearance). No effect was 
observed on the pharmacokinetics of pravastatin or its 3a-hydroxy isomeric metabolite (SQ 31,906). A small increase was seen 
in mean AUC values and half-life (t$ for the inactive enzymatic ring hydroxylation metabolite (SQ 31,945). Given this small 
sample size, the dosage administered, and the degree of individual variability, patients with renal impairment who are receiving 
pravastatin should be closely monitored. Information for Patients: Patients should be advised to report promptly unexplained 
muscle pain, tenderness or weakness, particularly if accompanied by malaise or fever. Drug Interactions: Immunosuppressive 
Drugs, Gemfibrozil, Niacin (NicotinicAcid), Erythromycin: See WARNINGS: Skeletal Muscle. Antipyrine: Since concomitant 
administration of pravastatin had no effect on the clearance of antipyrine, interactions with other drugs metabolized via the 
same hepatic cytochrome isozymes are not expected. Cholestyramine/Colestipol: Concomitant administration resulted in an 
approximately 40 to 50% decrease in the mean AUC of pravastatin. However, when pravastatin was administered 1 hour before 
or 4 hours after cholestyramine or 1 hour before colestipol and a standard meal, there was no clinically significant decrease in 
bioavailability or therapeutic effect. (See DOSAGE AND ADMINISTRATION: Concomitant Therapy.) Warfarin: In a study 
involving 10 healthy male subjects given pravastatin and warfarin concomitantly for 6 days, bioavailability parameters at steady 
state for pravastatin (parent compound) were not altered. Pravastatin did not alter the plasma protein-binding of warfarin. 
Concomitant dosing did increase the AUC and Cmax of warfarin but did not produce any changes in its anticoagulant action 
(i.e„ no increase was seen in mean prothrombin time after 6 days of concomitant therapy). However, bleeding and extreme 
prolongation of prothrombin time has been reported with another drug in this class. Patients receiving warfarin-type 
anticoagulants should have their prothrombin times closely monitored when pravastatin is initiated or the dosage of pravastatin 
is changed. Cimetidine: The AUC0-12 hr for pravastatin when given with cimetidine was not significantly different from the AUC 
for pravastatin when given alone. A significant difference was observed between the AUC’s for pravastatin when given with 
cimetidine compared to when administered with antacid. Digoxin: In a crossover trial involving 18 healthy male subjects given 
pravastatin and digoxin concurrently for 9 days, the bioavailability parameters of digoxin were not affected. The AUC of 
pravastatin tended to increase, but the overall bioavailability of pravastatin plus its metabolites SQ 31,906 and SQ 31,945 was 
not altered. Cyclosporine: Some investigators have measured cyclosporine levels in patients on pravastatin, and to date, these 
results indicate no clinically meaningful elevations in cyclosporine levels. In one single-dose study, pravastatin levels were 
found to be increased in cardiac transplant patients receiving cyclosporine. Gemfibrozil: In a crossover study in 20 healthy male 
volunteers given concomitant single doses of pravastatin and gemfibrozil, there was a significant decrease in urinary excretion 
and protein binding of pravastatin. In addition, there was a significant increase in AUC, Cmax, and Tmax for the pravastatin 
metabolite SQ 31,906. Combination therapy with pravastatin and gemfibrozil is generally not recommended. In interaction 
studies with aspirin, antacids (1 hour prior to PRAVACHOL), cimetidine, nicotinic acid, or probucol, no statistically significant 
differences in bioavailability were seen when PRAVACHOL (pravastatin sodium) was administered. Other Drugs: During clinical 
trials, no noticeable drug interactions were reported when PRAVACHOL was added to: diuretics, antihypertensives, digitalis, ACE 
inhibitors, calcium channel blockers, beta-blockers, or nitroglycerin. Endocrine Function: HMG-CoA reductase inhibitors 
interfere with cholesterol synthesis and lower circulating cholesterol levels and, as such, might theoretically blunt adrenal or 
gonadal steroid hormone production. Results of clinical trials with pravastatin in males and post-menopausal females were 
inconsistent with regard to possible effects of the drug on basal steroid hormone levels. In a study of 21 males, the mean 
testosterone response to human chorionic gonadotropin was significantly reduced (p< 0.004) after 16 weeks of treatment with 
40 mg of pravastatin. However, the percentage of patients showing a a 50% rise in plasma testosterone after human chorionic 
gonadotropin stimulation did not change significantly after therapy in these patients. The effects of HMG-CoA reductase 
inhibitors on spermatogenesis and fertility have not been studied in adequate numbers of patients. The effects, if any, of 
pravastatin on the pituitary-gonadal axis in pre-menopausal females are unknown. Patients treated with pravastatin who 
display clinical evidence of endocrine dysfunction should be evaluated appropriately. Caution should also be exercised if an 
HMG-CoA reductase inhibitor or other agent used to lower cholesterol levels is administered to patients also receiving other 
drugs (e.g., ketoconazole, spironolactone, cimetidine) that may diminish the levels or activity of steroid hormones. CNS Toxicity: 
CNS vascular lesions, characterized by perivascular hemorrhage and edema and mononuclear cell infiltration of perivascular 
spaces, were seen in dogs treated with pravastatin at a dose of 25 mg/kg/day, a dose that produced a plasma drug level about 
50 times higher than the mean drug level in humans taking 40 mg/day. Similar CNS vascular lesions have been observed with 
several other drugs in this class. A chemically similar drug in this class produced optic nerve degeneration (Wallerian 
degeneration of retinogeniculate fibers) in clinically normal dogs in a dose-dependent fashion starting at 60 mg/kg/day, a dose 
that produced mean plasma drug levels about 30 times higher than the mean drug level in humans taking the highest 
recommended dose (as measured by total enzyme inhibitory activity). This same drug also produced vestibulocochlear 
Wallerian-like degeneration and retinal ganglion cell chromatolysis in dogs treated for 14 weeks at 180 mg/kg/day, a dose 
which resulted in a mean plasma drug level similar to that seen with the 60 mg/kg/day dose. Carcinogenesis, Mutagenesis, 


Impairment of Fertility: In a 2-year study in rats fed pravastatin at doses of 10,30, or 100 mg/kg body weight, there was an 
increased incidence of hepatocellular carcinomas in males at the highest dose (p < 0.01). Although rats were given up to 125 
times the human dose (HD) on a mg/kg body weight basis, serum drug levels were only 6 to 10 times higher than those 
measured in humans given 40 mg pravastatin as measured by AUC. The oral administration of 10,30, or 100 mg/kg (producing 
plasma drug levels approximately 0.5 to 5.0 times the human drug levels at 40 mg) of pravastatin to mice for 22 months 
resulted in a statistically significant increase in the incidence of malignant lymphomas in treated females when all treatment 
groups were pooled and compared to controls (p < 0.05). The incidence was not dose-related and male mice were not affected. 
A chemically similar drug in this class was administered to mice for 72 weeks at 25,100, and 400 mg/kg body weight, which 
resulted in mean serum drug levels approximately 3,15, and 33 times higher than the mean human serum drug concentration 
(as total inhibitory activity) after a 40 mg oral dose. Liver carcinomas were significantly increased in high-dose females and 
mid- and high-dose males, with a maximum incidence of 90 percent in males. The incidence of adenomas of the liver was 
significantly increased in mid- and high-dose females. Drug treatment also significantly increased the incidence of lung 
adenomas in mid- and high-dose males and females. Adenomas of the eye Harderian gland (a gland of the eye of rodents) were 
significantly higher in high-dose mice than in controls. No evidence of mutagenicity was observed in vitro, with or without rat- 
liver metabolic activation, in the following studies: microbial mutagen tests, using mutant strains of Salmonella typhimurium or 
Escherichia coir, a forward mutation assay in L5178Y TK +/- mouse lymphoma cells; a chromosomal aberration test in hamster 
cells; and a gene conversion assay using Saccharomyces cerevisiae. In addition, there was no evidence of mutagenicity in 
either a dominant lethal test in mice or a micronucleus test in mice, in a study in rats, with daily doses up to 500 mg/kg, 
pravastatin did not produce any adverse effects on fertility or general reproductive performance. However, in a study with 
another HMG-CoA reductase inhibitor, there was decreased fertility in male rats treated for 34 weeks at 25 mg/kg body weight, 
although this effect was not observed in a subsequent fertility study when this same dose was administered for 11 weeks (the 
entire cycle of spermatogenesis, including epididymal maturation). In rats treated with this same reductase inhibitor at 180 
mg/kg/day, seminiferous tubule degeneration (necrosis and loss of spermatogenic epithelium) was observed. Although not seen 
with pravastatin, two similar drugs in this class caused drug-related testicular atrophy, decreased spermatogenesis, 
spermatocytic degeneration, and giant cell formation in dogs. The clinical significance of these findings is unclear. Pregnancy: 
Pregnancy Category X. See CONTRAINDICATIONS. Safety in pregnant women has not been established. Pravastatin was not 
teratogenic in rats at doses up to 1000 mg/kg daily or in rabbits at doses of up to 50 mg/kg daily. These doses resulted in 20x 
(rabbit) or 240x (rat) the human exposure based on surface area (mg/meter 2 ). However, in studies with another HMG-CoA 
reductase inhibitor, skeletal malformations were observed in rats and mice. There has been one report of severe congenital 
bony deformity, tracheo-esophageal fistula, and anal atresia (Vater association) in a baby born to a woman who took another 
HMG-CoA reductase inhibitor with dextroamphetamine sulfate during the first trimester of pregnancy. PRAVACHOL (pravastatin 
sodium) should be administered to women of child-bearing potential only when such patients are highly unlikely to conceive 
and have been informed of the potential hazards. If the woman becomes pregnant while taking PRAVACHOL (pravastatin 
sodium), it should be discontinued and the patient advised again as to the potential hazards to the fetus. Nursing Mothers: A 
small amount of pravastatin is excreted in human breast milk. Because of the potential for serious adverse reactions in nursing 
infants, women taking PRAVACHOL should not nurse (see CONTRAINDICATIONS). Pediatric Use: Safety and effectiveness in 
individuals less than 18 years old have not been established. Hence, treatment in patients less than 18 years old is not 
recommended at this time. 

ADVERSE REACTIONS: Pravastatin is generally well tolerated; adverse reactions have usually been mild and transient. In 4- 
month long placebo-controlled trials, 1.7% of pravastatin-treated patients and 1.2% of placebo-treated patients were 
discontinued from treatment because of adverse experiences attributed to study drug therapy; this difference was not 
statistically significant. In long-term studies, the most common reasons for discontinuation were asymptomatic serum 
transaminase increases and mild, non-specific gastrointestinal complaints. During clinical trials the overall incidence of adverse 
events in the elderly was not different from the incidence observed in younger patients. Adverse Clinical Events: All adverse 
clinical events (regardless of attribution) reported in more than 2% of pravastatin-treated patients in the placebo-controlled 
trials are identified in the table below; also shown are the percentages of patients in whom these medical events were believed 
to be related or possibly related to the drug: 



All Events 

Events Attributed 
to Study Drug 

Body System/Event 

Pravastatin 

Placebo 

Pravastatin 

Placebo 


(N = 900) 

(N = 411) 

(N = 900) 

(N = 411) 


% 

% 

% 

% 

Cardiovascular 

Cardiac Chest Pain 

4.0 

3.4* 

0.1 

0.0 

Dermatologic Rash 

4.0* 

1.1 

1.3 

0.9 

Gastrointestinal 

Nausea/Vomiting 

7.3 

7.1 

2.9 

3.4 

Diarrhea 

6.2 

5.6 

2.0 

1.9 

Abdominal Pain 

5.4 

6.9 

2.0 

3.9 

Constipation 

4.0 

7.1 

2.4 

5.1 

Flatulence 

3.3 

3.6 

2.7 

3.4 

Heartburn 

2.9 

1.9 

2.0 

0.7 

General 

Fatigue 

3.8 

3.4 

1.9 

1.0 

Chest Pain 

3.7 

1.9 

0.3 

0.2 

Influenza 

2.4* 

0.7 

0.0 

0.0 

Musculoskeletal 

Localized Pain 

10.0 

9.0 

1.4 

1.5 

Myalgia 

2.7 

1.0 

0.6 

0.0 

Nervous System 

Headache 

6.2 

3.9 

1.7* 

0.2 

Dizziness 

3.3 

3.2 

1.0 

0.5 

Renal/Genitourinary 

Urinary Abnormality 

2.4 

2.9 

0.7 

1.2 

Respiratory 

Common Cold 

7.0 

6.3 

0.0 

0.0 

Rhinitis 

4.0 

4.1 

0.1 

0.0 

Cough 

2.6 

1.7 

0.1 

0.0 


‘Statistically significantly different from placebo. 


In the Pravastatin Primary Prevention Study (West of Scotland Coronary Prevention Study) (see CLINICAL PHARMACOLOGY: 
Clinical Studies) involving 6595 patients treated with PRAVACHOL (pravastatin sodium) (N = 3302) or placebo (n = 3293) the 
adverse event profile in the pravastatin group was comparable to that of the placebo group over the median 4.8 years of the 
study. The following effects have been reported with drugs in this class; not all the effects listed below have necessarily been 
associated with pravastatin therapy: Skeletal: myopathy, rhabdomyolysis, arthralgia. Neurological: dysfunction of certain cranial 
nerves (including alteration of taste, impairment of extra-ocular movement, facial paresis), tremor, vertigo, memory loss, 
paresthesia, peripheral neuropathy, peripheral nerve palsy, anxiety, insomnia, depression. Hypersensitivity Reactions: An 
apparent hypersensitivity syndrome has been reported rarely which has included one or more of the following features: 
anaphylaxis, angioedema, lupus erythematous-like syndrome, polymyalgia rheumatica, dermatomyositis, vasculitis, purpura, 
thrombocytopenia, leukopenia, hemolytic anemia, positive ANA, ESR increase, eosinophilia, arthritis, arthralgia, urticaria, 
asthenia, photosensitivity, fever, chills, flushing, malaise, dyspnea, toxic epidermal necrolysis, erythema multiforme, including 
Stevens-Johnson syndrome. Gastrointestinal: pancreatitis, hepatitis, including chronic active hepatitis, cholestatic jaundice, 
fatty change in liver, and, rarely, cirrhosis, fulminant hepatic necrosis, and hepatoma; anorexia, vomiting. Skin: alopecia, 
pruritus. A variety of skin changes (e.g., nodules, discoloration, dryness of skin/mucous membranes, changes to hair/nails) have 
been reported. Reproductive: gynecomastia, loss of libido, erectile dysfunction. Eye: progression of cataracts (lens opacities), 
ophthalmoplegia. Laboratory Abnormalities-, elevated transaminases, alkaline phosphatase, and bilirubin; thyroid function 
abnormalities. Laboratory Test Abnormalities: Increases in serum transaminase (ALT, AST) values and CPK have been 
observed (see WARNINGS). Transient, asymptomatic eosinophilia has been reported. Eosinophil counts usually returned to 
normal despite continued therapy. Anemia, thrombocytopenia, and leukopenia have been reported with HMG-CoA reductase 
inhibitors. Concomitant Therapy: Pravastatin has been administered concurrently with cholestyramine, colestipol, nicotinic 
acid, probucol and gemfibrozil. Preliminary data suggest that the addition of either probucol or gemfibrozil to therapy with 
lovastatin or pravastatin is not associated with greater reduction in LDL-cholesterol than that achieved with lovastatin or 
pravastatin alone. No adverse reactions unique to the combination or in addition to those previously reported for each drug 
alone have been reported. Myopathy and rhabdomyolysis (with or without acute renal failure) have been reported when another 
HMG-CoA reductase inhibitor was used in combination with immunosuppressive drugs, gemfibrozil, erythromycin, or lipid¬ 
lowering doses of nicotinic acid. Concomitant therapy with HMG-CoA reductase inhibitors and these agents is generally not 
recommended. (See WARNINGS: Skeletal Muscle and PRECAUTIONS: Drug Interactions.) 

OVERDOSAGE: To date, there are two reported cases of overdosage with pravastatin, both of which were asymptomatic and 
not associated with clinical laboratory abnormalities. If an overdose occurs, it should be treated symptomatically and supportive 
measures should be instituted as required. 

CAUTION: Federal (USA) law prohibits dispensing without prescription. 
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International Business 



CHINA 


HAS DISNEY BECOME 
THE FORBIDDEN STUDIO? 

Irked by a Tibet film, Beijing freezes the giant’s new projects 


I t was the kind of publicity Walt Dis¬ 
ney Co. never wanted. When the 
Hollywood giant decided last year to 
produce and distribute Kundun , a film 
on the Dalai Lama, the Tibetan spiritu¬ 
al leader, Beijing officials erupted, furi¬ 
ous that foreigners were publicizing the 
cause of Tibet. 

Yet Disney stuck with the project, 
which superagent Michael Ovitz acquired 
for the company in his short, disastrous 
tenure as Disney president. Now, the 
extent of the retribution is becoming 
clear: a ban on new Disney ventures in 
China, the world's biggest undeveloped 
media market. Disney “has indicated a 
lack of respect for Chinese sovereignty,” 
says Yang Buting, a vice-director of the 
Ministry of Radio, Film & Television. 
“Because of this, we are thinking over 
our business with Disney.” 

Chilling comments. The propaganda 
department of the Communist Party's 
Central Committee is so angry that Dis¬ 
ney's main projects in China are “frozen,” 
says an industry analyst. The company 
has a few ventures up and running. But 
Disney wants greater access for the Dis¬ 


ney Channel through cable tv: China's 
fledgling tv market is already generating 
$4 billion a year in advertising revenues. 
Those efforts are going nowhere, industry 
sources say. Sources also say the Chi¬ 
nese are not releasing new Disney films 
and that the company has not landed a 
distribution deal for its videotapes. 


Disney officials are playing it cool. 
“We continue to do business in China,” 
says spokesman John Dreyer. “The Chi¬ 
nese government has expressed their 
concerns about Kundun ,” he adds. “We 
continue to talk with them.” The com¬ 
pany also points out that 12 tv stations 
carry the China Disney Club, a family 
show launched in 1995. Disney says it is 
talking with provincial tv stations about 


MOUSEKETEER: Beijing is 
refusing to release new 
Disney movies and videos 


signing on. But such efforts 
“take time,” says Maria Miu, 
a Disney executive in Hong 
Kong. 

The uproar could also af¬ 
fect Sony Corp.'s picture¬ 
making division. Sony is dis¬ 
tributing another film, Seven 
Years in Tibet , starring 
Brad Pitt. “The company is 
expecting some difficulties,” 
says an industry analyst 
based in China. Sources say 
Sony is concerned but hopes 
the film's adventure theme 
will not be as controversial 
as Disney's Kundun. 

TOO “DEFIANT”? Even in the 
best of times, Western en¬ 
tertainment giants face ma¬ 
jor hurdles in China, from 
copyright infringement to re¬ 
sistance from the communist 
bureaucracy. It took Children's Televi¬ 
sion Workshop more than two years to 
negotiate its Shanghai-produced version 
of Sesame Street. And China's recent 
promotion of its “spiritual civilization” is 
partly aimed at protecting local indus¬ 
tries from Hollywood and other West¬ 
ern influences. 

But Disney appears to be in the 
hottest water of all. Disney “should not 
have been so defiant” on a film China 
considers “taboo,” says one seasoned 
Asian tv executive, arguing that the 
company could have shown more sensi¬ 
tivity. “They just don't know how to 
approach the Chinese.” For now, the 
exact release date for Kundun has not 
been set. And, informed sources say, 
Disney officials are not expecting a thaw 


until the film flap is over, which they fig¬ 
ure will be in the first half of 1998 at 
the earliest. Even that scenario may be 
wishing on a star. 

By Joyce Bamathan in Hong Kong , 
with Matt Miller in Shanghai and Dex¬ 
ter Roberts in Beijing 


An interview with Disney Chairman Michael 
D. Eisner appears on page 73. 


retribution 


Plans to expand TV access for 
the Disney Channel and the China Disney Club 
are going nowhere. Meanwhile, Sony’s upcoming 
Tibet movie could land it in hot water, too 
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Sear Kim Lilly, 


I’m writing to confirm, your order and to tell you. 
as a client We know yno’re committed to giving 
possible—and we’re committed to making sure ‘ 


House Special Blend 

1499,138.97 

Kenyan Blend 

$399,031,02 

Costa Rican Blend 

$288,392.96 

Decaf French Roast 

$359,090.01 


You should also know that we have a continuous, 
reports have brought to light some disreputable <4 



Small Business Financial Manager 


Microsoft Office 97 Small Business Edition/ 

knows where y 

(Also, where you’re going, how to get there, what your 
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ou’re coming from. 

Q4 sales are and how to spell “rhythm.”) 

Our new Microsoft 8 Office 97 Small Business Edition is based on thousands of hours of interviews with small 
business owners; we heard all about the wide variety of tasks you have to do in a day—from the mundane 
to the extraordinary—and this is the software we assembled to help you. It starts with the new releases of 
Microsoft Excel 97 and Word 97 . and adds a few other indispensable applications. Small Business Finar 
Manager, for example, turns raw numbers into insightful information that can help turn a cash trickle into a 
cash flow. Publisher 97 will help you create professional-looking brochures, business cards, labels, even Web 
sites. Microsoft Internet Explorer 3.0 helps you browse the Internet, access all kinds of business resources, 
drum up new contacts and re-establish old ones. When you want to contact your contacts in person, Automap 9 
Streets Plus will give you a detailed map of how to get there. Finally, Outlook” 97 desktop information manager 
organizes your e-mail, your schedule, your connections-basically, your life. With Microsoft Office 97 Small 
Business Edition taking care of all your busy work, you concentrate on other things—like making your small 
business into a larger one. For a more thorough tour of Microsoft Office 97 Small Business Edition , just visit 
our Web site at www.microsoft.com/office/sbe/ . 


Where do you want to go today?® www.microsoft.com/office/sbe/ 
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International Business 


GERMANY 


A BREAKTHROUGH 
IN BAVARIA 

J.P. Morgan puts together a model banking merger 



T he deal was a long time 
coming. Local wags say 
the two Munich-based 
banks, founded in the 19th 
century, have been talking 
merger almost ever since. But 
the agreement finally reached 
on July 21 by Bayerische 
Vereinsbank and Bayerische 
Hypotheken- und Wechsel- 
bank, creating a $412 billion 
behemoth second in Germany 
only to Deutsche Bank, looks 
as if it was worth the wait. 

Unusually beneficial to 
shareholders, the merger in¬ 
volves a rare unraveling of 
the cross-shareholdings that 
protect many German compa¬ 
nies from outside financial 
pressure. At the same time, 
the deal avoids severe job 
losses and allows sharehold¬ 
ers to partially escape Ger¬ 
many's 50%-plus capital-gains 
tax. If it works, it could be a 
model for other big German 
financial institutions, which 
carry huge equity invest¬ 
ments on their books at a 
fraction of market value. 

BIG OBSTACLES. Unloading 
such holdings would free up 
cash to earn higher returns— 
or buy up other banks. 

“There’s no question that 
these cross-shareholdings 
have to be diminished, given 
the pressure on companies to 
produce higher returns,” says 
Walter A. Gubert, head of 
European operations at J.P. 

Morgan & Co., which engi¬ 
neered the merger. Among 
the candidates to sell off 
assets and use them to ac¬ 
quire smaller rivals: Deutsche 
Bank, Dresdner Bank, and 
insurance giant Allianz. 

Deutsche Bank Chief Exec¬ 
utive Rolf E. Breuer calls the 
deal a potential “coup” if it works. 

The Munich merger has overcome big 
obstacles. With 40,200 employees, the 
two banks are among Bavaria’s biggest 
employers. The deal also pitted two fi- 


A DEAL DESIGNED TO PLEASE 


SHAREHOLDERS 


Vereinsbank will pay for part of Hypo-Bank 
with 19.3 million Allianz shares. The tax-free 
transaction boosts the deal’s overall value. 


ALLIANZ 


The deal diversifies insurance giant Allianz’ 
shareholder base, and helps guard against a 
takeover by archrival Deutsche Bank. 


POLITICIANS 


By keeping Frankfurt banks at bay, the merger 
will ensure that Munich retains its financial 
clout—and jobs. 


nancial powerhouses against each other. 
Deutsche Bank last year took a 5.2% 
stake in Vereinsbank, a move analysts 
thought signaled an eventual takeover 
bid. On the other side were Deutsche 


Bank rival Allianz and its ally Munich 
Re, which have minority stakes in both 
Bavarian banks. They wanted to ensure 
a Deutsche takeover didn’t happen. 

Enter J. P. Morgan. Representing 
both banks, Morgan spent more than a 
year reconciling conflicting interests. 
One key to the deal’s success was a 
two-tier structure that benefited both 
the banks’ and Allianz’ shareholders. 
Vereinsbank will use its 19.3 million Al¬ 
lianz shares to buy the first 45% of 
Hypo-Bank. Vereinsbank’s sell-off of its 
Allianz shares is unusual in Germany, 
where such cross-holdings were until 
fairly recently not even disclosed. “The 
fact that it was sold and the benefits 
distributed to shareholders is a real 
breakthrough,” says Neil Crowder, a 
Goldman Sachs analyst in London. 

And because the transaction is in 
shares, under German law Vereinsbank 
is exempt from capi- 
everyone WINS: tal-gains tax on the 
Workers and sa le 0 f jts Allianz 
shareholders stock. The Vereins of- 
come out ahead f er th us m akes the 
deal worth substan¬ 
tially more than what analysts had ex¬ 
pected. Hypo, Vereins, and Allianz 
shares all soared on the announcement. 

The political maneuvering was deli¬ 
cate, too. The banks had to reassure 
Bavarian Prime Minister Edmund 
Stoiber that it would be a “soft” deal, 
says Ulrich Wilhelm, Stoiber’s spokes¬ 
man, with staff cuts coming from the 
combined banks’ normal attrition of 
about 2,000 workers per year. But the 
big selling point was that it would keep 
the banks out of the hands of Frank¬ 
furt-based banks, such as Deutsche or 
Dresdner. “We were absolutely inter¬ 
ested in not having a bank from outside 
Munich involved,” Wilhelm says. 

Given these exigencies, the merger 
won’t save anything like what a U. S. 
bank merger of similar size would. The 
principals put the cost savings at about 
$560 million annually after five years, 
or about 12% of the merged institution’s 
total costs. That’s about half the average 
in the U. S., where layoffs cut deeper 
and come faster. And the deal, sched¬ 
uled to be completed next spring, could 
still run into trouble. Vereinsbank’s chief 
executive, Albrecht Schmidt, and Hypo- 
Bank CEO Eberhard Martini plan to run 
the new bank jointly at first—a recipe 
for conflict. 

Nonetheless, the deal represents a 
coup for all participants, especially in 
one of Europe’s most hidebound financial 
markets. German competitors are sure 
to be watching the outcome. 

By Thane Peterson in Frankfurt 
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International Outlook 


EDITED BY JOHN TEMPLEMAN 


IS EUROPE ELBOWING THE U.S. 
OUT OF SOUTH AMERICA? 


T he U. S. has long regarded South America as its business 
backyard. But while Congress and the Clinton Adminis¬ 
tration dither over moves to create a free-trade bloc 
covering the hemisphere by 2005, the European Union is 
barging in and bolstering its economic links with the region. 

Europeans have won many of the top privatization deals 
since the early 1990s, when governments in South America 
began opening their markets. Now, they are swooping into 
private-sector businesses from banking to food. “We can’t 
be left on the sidelines,” frets U. S. Commerce Secretary 
William M. Daley. 

FREE-TRADE FACTIONS. While Wash¬ 
ington is focused almost exclusively 
on the 2005 deadline to create the 
Free Trade Area of the Americas 
(ftaa), the EU is adopting a piecemeal 
approach that is winning friends. By 
1999, the eu and Mercosur, led by 
Brazil and Argentina, are expected to 
begin talks that could lead to a free- 
trade area. The U. S., meanwhile, 
hasn’t yet agreed with Latin American 
nations on the objectives, structure, 
or approach of the ftaa talks sched¬ 
uled to start next year. 

Europe is making diplomatic gains, 
too. While President Bill Clinton will 
not make his first trip to South America until October, Eu¬ 
ropean and Latin American leaders visit each other often. 
French President Jacques Chirac and Spanish Premier Jose 
Maria Aznar both toured the region this year, and Argentine 
President Carlos Menem went to Germany in May and in¬ 
vited German companies to take part in Argentina’s remain¬ 
ing privatizations. 

Chile, for one, seems close to throwing in the towel with 
Washington. Its bid to join nafta has been stalled for more 
than two years while Clinton tries to get fast-track negoti¬ 


ating authority from Congress. Fed up with the wait, Chile 
has moved closer to Europe and its own neighbors. It has 
now joined Mercosur as an associate member. And in June, it 
started formal talks on a separate trade deal with the eu. 

Of course, the U. S. is still Latin America’s biggest overall 
trade and investment partner because of Mexico’s nafta 
membership. But Europe is pulling ahead in Mercosur, which 
excludes Mexico. Mercosur’s two-way trade with the eu to¬ 
taled $43 billion in 1995, vs. $29 billion with the U. S. 

Europe is winning the race for megabuck contracts to re¬ 
build South America’s infrastructure. Spain’s Telefonica de Es- 
pana, for example, has spent $5 bil¬ 
lion buying telephone companies in 
Brazil, Chile, Peru, and Argentina, 
where France Telecom and stet of 
Italy are active, too. France’s Elec- 
tricite de France and Lyonnaise des 
Eaux have taken over state-owned 
utilities. And Spanish energy company 
Endesa owns electric companies in Ar¬ 
gentina and Peru. 

supermarkets. In some countries, 
Europeans have built enormous power 
bases in the corporate sector. In Brazil, 
South America’s biggest market by 
far, 7 of the 10 largest private compa¬ 
nies are European-owned, while just 
two are controlled by Americans. Europeans dominate huge 
swaths of the economy, from auto makers Volkswagen and 
Fiat to French supermarket chain Carrefour and Anglo- 
Dutch personal-care products group Gessy Lever. 

Not everything between the EU and Latin America is 
hunky-dory. Brazil, for example, is complaining about Euro¬ 
pean barriers to its coffee exports. But the eu has laid 
enough groundwork to protect its interests if the U. S. and 
South America ever succeed in setting up a trade bloc. 

By Ian Katz in Sao Paulo 



GLOBAL WRAPUP 


MOSCOW POWER STRUGGLES 

► A vicious power struggle is raging 
in Moscow among bankers, business¬ 
men, and reform politicians who 
backed Boris Yeltsin’s reelection bid 
last year. With the threat of a commu¬ 
nist resurgence—the glue that bound 
them together—gone, they are at 
each others’ throats fighting for polit¬ 
ical and financial power. 

The conflict is turning violent. On 
July 21, a shot was fired into the home 
of Central Bank Chairman Sergei Du¬ 
binin. No one was injured. Earlier this 


month, Dubinin accused former 
Deputy Finance Minister Andrei Vav¬ 
ilov and major banks of mishandling 
over $500 million in government funds. 
Vavilov, an ally of Prime Minister Vik¬ 
tor S. Chernomyrdin, was bounced 
from his post by reformer Anatoly B. 
Chubais. He quickly found a job with 
mfk Bank, a unit of Oneximbank. 

Moscow insiders read the probe into 
Vavilov as an attack on Oneximbank 
and former First Deputy Prime Minis¬ 
ter Vladimir Potanin, who now runs it. 
Other financial bigwigs, notably Securi¬ 
ty Council Deputy Secretary Boris 


Berezovsky, want to clip Potanin’s 
wings and stymie his acquisition binge. 
Oneximbank is locked in battle with ri¬ 
val groups for control of both Rosneft, 
the last big oil company to be priva¬ 
tized, and Svyazinvest, a telecom outfit 
whose holdings include a 38% stake in 
long-distance carrier Rostelecom. 

Meanwhile, Potanin seems to have 
lost the protection of Chubais, who is 
mainly preoccupied with consolidating 
his political power. In the new Russia, 
where connections count far more than 
entrepreneurship, that’s dangerous. 

By Patricia Kranz in Moscow 
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There is nothing more valuable to the business- 
person than a dependable personal assistant. The 1998 
Business Week Planners are just that. In addition to 
a spacious 13-month calendar, 
these elegant desk & pocket 
planners contain vital informa¬ 
tion like international dialing 
codes, time conversion charts, 
world holidays, important toll 
free numbers and more. 

The desk planner even comes 
with a 32-page, four-color 
world atlas, detailed informa¬ 


tion about 39 U.S. and foreign cities, a wine vintage 
guide, plus many other valuable features. 

The 1998 Business Week Planners are excellent 
wmwigM examples of fine bookbinding 

craftmanship and are available 
in classic black or deep, rich 
burgundy, separately or in 
matching skived leather sets. 
Call today and take advantage 
of this special rate: 25% off the 
JM/KKJKBm regular price. Order your 1998 

Business Week Planners now. 


USA Credit card holders may call jpr 

TOLL-FREE 800-553-3575 ^ 

Ask for Dept BC48 

We honor AmEx/Diners/Visa/MasterCard 


Materials and workmanship fully 
guaranteed or your money hack. 


For customization options and special discounts on larger quantities call Amanda Kane at 201-461-0040, or fax to 201-461-9808. 


i--- 

| Name (Mr/Mrs/Ms)_ 

I Company_ 

J Address_ 

J - 

| City_State/Country_ 

] Zip/Postcode_Tel_ 

1 Job Title_ 

1 

| □ Send me your color brochure and information on quantity 
I discounts and customization options. 


■ Full name for blocking_ 

| Clip coupon and mail check to BUSINESS WEEK PLANNER, Dept. BC48 
g^P.O. Box 1597, Fort Lee, NJ 07024, USA or Fax 201461-9808 


Item 

Code 

Regular 

Your Price 

Quantity 

Total US$ 

Black Desk & Pocket Planner Set 

B/V210 

US$4895 

US$3675 



Black Desk Planner 

BA0O7 

US$3495 

US$2625 



Black Pocket Planner 

mm 

US$1795 

US$1350 



Burgundy Desk & Pocket Planner Set 

BA/226 

US$4895 

US$3675 



Burgundy Desk Planner 

BW216 

US$3495 

US$2625 



Burgundy Pocket Planner 

BI/V218 

US$1795 

US$1350 



Prices include delivery by surface mail but 
do not include local duties or taxes. Delivery 
commences in September 1997. 

Personalization US$4.75 per item 



Handling/Packing (USA) US$2.50 per item 


Handling/Packing (ex USA) US$4.75 per item 


NJ. Residents add 6% Sales Tax 


TOTAL US$ 



□ Check enclosed payable to "Business Week Planner" 

□ Bill my Company (Purchase Order & Company letterhead endosed) 

□ Charge to □ AmEx □ Diners Club □ Visa □ MasterCard 


Cad No.. 
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~§ luncheon room of the 

|< ^^^^New York Stock Ex- 
|S ■ change is packed with the 

|| H players and friends of the 

John F. Kennedy Knights 
o| Hi high school football team. 

5 1 At a podium, Richard A. Grasso, 

£3 chairman of the nyse, is recounting 
25 a story. “Someone once asked me 
s| where my family’s wealth came 
<i- from,” he tells the crowd of inner- 

city students, who had no place to hold their awards dinner 
before the nyse donated its space. “I said: ‘Oil, gas, and 
11 rubber.’ I grew up in Queens. My relatives ran an Exxon sta¬ 
ll tion near LaGuardia Airport.” 

1 1 Thirty years ago, Grasso walked through the doors of one 
§§ of the most insular and tradition-bound organizations in all of 


finance. The 22-year-old Grasso, who 
left New York City’s Pace Univer¬ 
sity a year before graduating, had 
no family connections or pedigree 
to help launch his career. That 
Grasso, 50, the first chairman to 
rise from the nyse staff, was able 
to gain the top spot at the citadel of 
capitalism in June, 1995, is a re¬ 
markable accomplishment. More 
than just a personal victory, how¬ 
ever, it signifies a new era at the exchange, an era in which 
the nyse’s efforts to recreate itself are paying off as it moves 
aggressively into new markets and counters a host of com¬ 
petitive challenges. 

It’s 11 Wall Street, not NASDAQ, London, or Tokyo, where 
many of the world’s leading companies want their stocks 


How Chairman Dick 
Grasso is transforming 
the New York Stock 
Exchange 
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listed. Of course, the nyse’s fortunes and those of other U.S. 
exchanges are being buoyed by the long bull market. But un¬ 
der Grasso, not only is the nyse turning the tide and re¬ 
gaining precious market share in the trading of NYSE-listed 
stocks, it is rapidly increasing its roster of foreign companies 
and is attracting a record number of NASDAQ transfers, in¬ 
cluding high-profile technology companies such as Gateway 
2000, America Online, Bay Networks., and Iomega—and is re¬ 
serving the ticker symbol “M” in the hopes of one day snag¬ 
ging Microsoft. Grasso’s ambitions don't stop there: The nyse 
is also in hot pursuit of initial public offerings, where NASDAQ 
has long reigned supreme. 

TROUBLED RIVAL. Scandals and regulatory problems in the 
nasdaq stock market in recent years have thrown the nyse’s 
reputation for integrity and strong regulation into stark relief. 
“The nyse has been under constant competitive attack for the 
last 20 years, and there was certainly the threat that nasdaq 


would completely subsume their own role as the trading 
market of choice,” says Samuel L. Hayes III, a professor of 
investment banking at Harvard business school. “But I per¬ 
sonally think nasdaq has blown it.” Events at nasdaq have 
“brought into question the integrity of that marketplace, 
and I don’t think 
there’s been anything 
comparable to that in 
the nyse.” And while 
Tokyo and London 
have enjoyed periods in the last 15 years when their stature 
as financial centers was rising at the expense of New York, 
the NYSE is now benefiting from “the swing in the balance of 
power toward New York as the most important financial 
center,” says Hayes. “The nyse is still seen by foreign com¬ 
panies as the prestigious market in the world to be listed on.” 

Clearly, the nyse is enjoying newfound momentum. The 
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GATES BAIT The exchange is reserving the ticker symbol M 
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technology programs stressed by former nyse chairman John 
J. Phelan, Jr. in the 1980s set a foundation that has enabled 
the nyse to become more highly automated and cost-effi¬ 
cient than ever before. But whether nasdaq has really blown 
it is debatable. In a way, a fresh battle is only beginning. NAS¬ 
DAQ remains a smart, aggressive, well-funded competitor. Its 
parent, the National Association of Securities Dealers, or 
NASD, has strong new leadership in Frank G. Zarb, a well-con¬ 
nected businessman with a solid history of turning around 

troubled organizations. 
"It would be a great 
mistake to sell short 
the competitiveness of 
nasdaq in the future/’ says William C. Freund of Pace Uni¬ 
versity’s Graduate School of Business and a former economist 
at the nyse. “They’re going to be reorganized and aggressive. 
In some ways they’ll move more toward an auction-market 
setting, toward the nyse model.” As with the nyse, nasdaq’s 
volume has mushroomed, and nasdaq is also attracting record 
numbers of companies, though most are much smaller. 

In the war between the exchanges, the winner will be 
the trading system that offers the greatest efficiency, the best 
service, and the most liquidity—at the lowest price. But 
there are other winners: The companies 
that will get fairer and more open mar¬ 
kets for the trading of their stocks and 
the investors, both big and small, who will 
get the most for their investment dollars. 

While the main battle is between the nyse 
and nasdaq, the two markets must also con¬ 
tend with a new breed of competitors mass¬ 
ing on the sidelines. Such alternative trading 
systems, which include established electronic 
communication networks (ecns) such as In- 
stinet Corp., as well as the newer Bloomberg 
Tradebook, allow institutions to trade among 
themselves and avoid any middleman. The 
computerized systems are becoming more 
popular with powerful institutional traders, 
who view them as a low-cost alternative. 

The Securities & Exchange Commission re¬ 
cently asked for comments on how regulation 
needs to evolve along with these new ven¬ 
tures. It noted that “alternative trading sys¬ 
tems handle almost 20% of the orders in 
over-the-counter stocks and almost 4% of or¬ 
ders in securities listed on the nyse.” That’s 
up from 13% in otc stocks and 1.4% in NYSE- 
listed stocks in 1991. ecn volume is getting a 
boost from new sec rules. Among other 
things, the rules require some customer or¬ 
ders to be displayed to a broader audience. 
nasdaq and some regional exchanges are ex¬ 
ploring links with the ecns, which could 
pump up their market share. 

Meanwhile, business is booming on the 
nyse. Membership prices are rocketing. 

Memberships, called seats, allow firms to 
trade on the floor of the nyse. Seat prices 
hit an all-time high in 1996, when one sold 

LITjlUPOINreCOUOT 

Grasso’s move to decimal pricing 
was unexpected—but practical 


for $1.45 million, up 38% from the high price in 
1995. The latest public sale was for $1.35 mil¬ 
lion. No wonder: The bull market has sent 
volume to a daily average topping 500 million 
shares, handled without a glitch by the NYSE’s 
trading system, up from an average of 202 
million in 1992. In 1996, the nyse had net in¬ 
come of $74.4 million on revenues of $561.5 
million, with more than 40% of revenues com¬ 
ing from listing fees, and the rest from fees in¬ 
cluding those for trading, market data, and 
use of facilities and equipment. That compares 
with net income of $56.7 million on revenues of 
$500.8 million in 1995. 

Grasso’s nyse is also regaining market share. 

In 1996, it wrested back some of the share it 
lost in the late 1980s and early 1990s when its 
portion of the volume of transactions of nyse- 
listed stocks slid from 86.2% in 1988 to 81.7% in 
1992. Now, the nyse’s market share is back 
up to 83% and has inched up in three of the 
past four years. More significant is its gain in 
the distribution of trades. In 1996, the nyse got 
73.2% of the total number of 
trades in NYSE-listed stocks 
made on U.S. exchanges, up 
from 70.2% the year before 
and up from a low of 65.2% in 1992. 

Crucial to the nyse’s future growth is its 
progress internationally. In 1997, one out of 
every four new listings is a foreign company, 
and such listings have almost tripled in the 
past five years, to 320. Grasso hopes to list 
between 500 and 600 non-U.S. companies by 
2000. The nyse calculates that the total mar¬ 
ket cap for international companies eligible to 
list on the nyse is $8.4 trillion. The nyse 
has joined other U.S. exchanges in moving to 
allow price quotes in sixteenths, rather than 
eighths, and Grasso recently announced that 
the nyse will be able to quote prices in dec¬ 
imals, rather than fractions, perhaps as soon 
as April 1998. That brings it in line with 
world stock markets and fits nicely with the 
nyse’s overarching goal to be the first “truly 
global” stock exchange. “We have the op¬ 
portunity to redefine this franchise for a very 
long period of time,” says Grasso. “That dri¬ 
ves everything we do.” 

To lead the international charge, Grasso 
recruited European investment banking 
hotshot Georges L. Ugeux in 1996. He also 
expanded the nyse’s network of Interna¬ 
tional Advisory Committees, adding a Latin 
America Committee headed by Carlos Slim, 
the head of Telefonos de Mexico, and 
broadened the Japanese Committee into 
the Asia-Pacific Advisory Committee to in¬ 
clude the entrepreneur-rich Pacific Basin. 
Grasso himself travels extensively abroad. 
OUT OF AFRICA. The nyse’s international 
roster is led by companies from Britain, 
Canada, Chile, and Mexico. Privatizations 
such as the IPO of Germany’s Deutsche 
Telekom in 1996 have been a great boon for 
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hopes of someday luring Microsoft into the fold 



the nyse. But the Big Board is looking to all comers of the 
globe for new listings. “If I were just taking India, Brazil, 
and China, those three probably represent over the next five 
years a huge reservoir,” says Ugeux. Last year, the NYSE list¬ 
ed its first Russian company, Vimpel-Communications, and its 
first Ghanian company, Ashanti Goldfields Co. 

NASDAQ is also looking abroad for growth. “International will 
be a key battleground for us,” notes Zarb. “They’re formida¬ 
ble, and we are, too. We have to be a little better because we 
don’t have the years of history and tradition and image.” 
Both the nyse and nasdaq’s global ambitions are hampered by 
the slow progress in developing international accounting stan¬ 
dards acceptable to both the sec and other countries. 

To be a truly global exchange, the nyse will need to offer 
more global products and trade so-called ordinary shares—for¬ 
eign shares listed directly on the nyse —in addition to the usu¬ 
al American Depositary Receipts. The nyse is building capa¬ 
bilities to trade non-U.S. shares in ordinary form, in dollars 
and possibly also in one or more other currencies, says Robert 
G. Britz, the nyse’s head of operations and technology. 
STEPPING IN. In their forays overseas, nasdaq and the nyse 
are talking up the virtues of their particular brand of trading. 
Long at the heart of the nyse-nasdaq clash has been the is¬ 
sue of which market has the better trading system. In the 
nyse’s highly-automated, but floor-based system, nyse meme- 
bers called specialists must maintain an orderly market in the 


trading of their assigned stocks, with one specialist for each 
stock. If a significant imbalance between supply and demand 
develops, the specialist must step in with his firm’s capital to 
buy or sell stock and provide a “fair and orderly market.” In 
the vast majority of cases, retail orders meet and are exe¬ 
cuted without the specialist stepping in. 

To speed up the process, the nyse has invested $1.2 billion 
in technology during the past decade. “Technology is the 
saving grace,” says the nyse’s president, William R. Johnston. 
“We’re running this exchange with fewer people than ever 
before.” Now, the nyse features the world’s largest com¬ 
mercial installation of 
flat-screen, high-defini¬ 
tion display panels and 
is working on a wireless 
communication system 
to make floor brokers 
more efficient. About 
85% of all trades in 
NYSE-listed stocks, or 
40% of the dollar vol¬ 
ume of its trading, flow 
through the nyse’s au¬ 
tomated order-handling 
system. The nyse can 
process 2.3 billion shares 
a day, more than 4 
times its average daily volume, and 
plans to be able to process 3 billion 
by the end of the summer, nasdaq 
has sped up an overhaul and expan¬ 
sion of its network, which can 
process 1 billion shares a day. It 
plans to be able to process 2 billion 
by early 1998. 

In the screen-based nasdaq mar¬ 
ket, competing dealers, called 
market makers, have traditionally 
interacted electronically with just 
about every trade. A customer’s broker sends her order 
to the market maker offering the best price. Market makers 
profit from the gap, or spread, between the price they pay 
to buy shares and the price they offer to sell those shares to 
another investor. To be sure, nyse specialists, who get com¬ 
missions, also profit from trading for their account, but 
with customer orders taking precedence over specialist 
trades, spreads have tended to be narrower on the nyse. 

nasdaq’s growth since its inception in 1971 has been phe¬ 
nomenal, but its fundamental system of trading has come 
under attack in recent years. It was the subject of a Justice 
Dept, review of whether nasdaq dealers colluded to set 
stock prices. In August, 1996, the sec censured the NASD for 
failing to halt widespread price-fixing on nasdaq. The NASD 
agreed to pay at least $100 million over five years to upgrade 
regulatory operations, and the regulatory effort is now sep¬ 
arate from the operations of the nasdaq stock market. 

Now, the new order-handling rules instituted by the SEC 
are changing the trading landscape. The rules, which create a 
more level playing field for small investors, are being phased 
in on nasdaq stocks and also apply to the nyse. For the first 
500 stocks phased in, a NASDAQ analysis found the average 
quoted spread shrinking by more than 30%. If spreads con¬ 
tinue to narrow as more of nasdaq’s stocks come under the 
rules, companies that added wide spreads to their list of 
reasons to move to the nyse may be less inclined to leave 


FLAT SCREENS 

The NYSE is focusing on high- 
tech reeruits-Gateway 2000 
bought mascot Arianna to the 
floor when it was listed-while 
promoting its own $1.2 billion 
investment in technology 
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TAKINGATOSS 

Foreign privatizations 
and startups are prime 
prospects. Last year, 
Vimpel-Communica- 
tions became the first 
Russian company to list 


nasdaq. But if market mak¬ 
ers are loath to take the 
same level of risk for a now 
diminished reward, there 
may be less liquidity and 
the new rules could lead to 
greater swings in nasdaq 
stock prices. 

One competitor the nyse 
doesn’t worry about: the 
American Stock Exchange. 

After 22 amex companies 
transferred to the nyse in 1996, “there aren’t that many 
companies left on amex that fit our listing standards,” says L. 
Paige Thompson, the nyse’s vice-president for domestic list¬ 
ings. While the nyse and nasdaq are focused on many of the 
same companies, amex is adopting a new niche strategy as its 
equity business shrinks to an average of just 22 million 
shares a day. While continuing to focus on its successful op¬ 
tions business, it is pursuing a novel strategy to build in¬ 
vestment banking relationships to help draw a tier of small¬ 
er companies that could become less attractive to nasdaq 
dealers under the new order handling rules. Amex is offering 
aggressive investor relations support programs to increase the 
companies visibility. 

Although Grasso won’t say it, nasdaq’s travails with the 


regulators have given the nyse an 
edge in persuading companies to hop 
over. In the U.S., the tech sector is 
the main battleground, and Grasso 
isn’t shy about coveting what he calls nasdaq’s “fearsome 
foursome”: Microsoft, Intel, Cisco Systems, and Amgen. In 
explaining why the nyse moved to cap the maximum listing fee 
at $500,000 last year, Grasso notes that since listing fees are 
structured on shares outstanding, a company such as Intel 
Corp. might have had a listing fee of $2 million or more. 

To be where the action is, the nyse opened a small office in 
Menlo Park, Calif., in the heart of Silicon Valley. The Big 
Board’s attempt to woo companies from nasdaq has “escalated 
dramatically,” says Sanford R. Robertson, chairman of Robert¬ 
son, Stephens & Co. “I’m surprised they haven’t done it soon¬ 
er.” Says Daniel H. Case III, president and chief executive of¬ 
ficer of Hambrecht & Quist, the high-tech investment-banking 
firm, which listed on the nyse last year: “They spent more 
money and are working aggressively for it.” NASDAQ is also 
beefing up its Menlo Park office and now has 18 people there. 
NYSE PERKS. Both nasdaq and the nyse provide some form of 
advertising support to attract and retain companies. 'We’ll pro¬ 
mote a new listing so a company can say to themselves that if the 
nyse includes us in their advertising or seminar program, that 
will, in essence, bring down the cost of listing,” says Grasso. 
“It’s an investment we’re making in the merchandising of an 
important listing event.” The nyse throws in perks such as the 
use of its boardroom for company functions and analyst meetings. 

nasdaq’s president, Alfred R. Berkeley III, doesn’t shy 
away from saying how much the nyse’s wooing of its premier 


THE UNLIKELY LIFER FROM QUEENS 


A bout a year ago, Richard A. Gras¬ 
so, chairman of the New York 
Stock Exchange, was bobbing and 
weaving in a boxing ring. As part of a 
charity bout attended by the Wall 
Street community, the short, slight 50- 
year-old sparred with Roy Jones Jr., 
the International Boxing Federation 
super middleweight champion at the 
time. The two put on a great show, 
helping to raise $1.5 million for the 
U. S. Olympic Committee. 

Grasso isn’t your typical nyse chair¬ 
man. He’s the first “homegrown” one, 
having joined the nyse’s listing depart¬ 
ment in 1968. Grasso didn’t plan on be¬ 


coming a lifer: “I was going to use it as 
a platform to go somewhere else,” he 
says. “I wanted to be a trader.” In¬ 
stead, Grasso, who is described as a 
shrewd behind-the-scenes operator with 
superb people skills, rapidly rose 
through the ranks and was mentioned 
as a candidate for the chairmanship 
seven years ago, when he was presi¬ 
dent. The board ultimately appointed 
William H. Donaldson, but one of his 
mandates was to prepare Grasso for the 
top slot, which he got in June, 1995. 

Grasso grew up a subway ride away 
from the exchange in the lower middle- 
class neighborhood of Elmhurst, 


Queens. He’s loyal to his roots: Until 
recently, he still owned the apartment 
in the five-story walkup where he was 
raised, though it had sat empty for 
years. It was in Elmhurst that he 
bought his first stock, at age 13, with 
$1,000 saved up from a job in a phar¬ 
macy. The stock was an airline and was 
“experiential investing: I used to visit 
LaGuardia and watch the planes.” 

Today, he, his wife, son, and three 
daughters live in exclusive Locust Val¬ 
ley, N. Y., and also have a home in the 
Hamptons on Long Island. 

Charitable and civic activities take 
up a good chunk of Grasso’s time. He is 
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companies irks him: “We’d like to be let alone,” he says. 
“But if not, we’re going to be their worst enemy, their worst 
nightmare.” Berkeley says that except when listing issues 
come up, he doesn’t spend much time thinking about the 
NYSE. Instead, “we think about a new pricing curve where we 
have very significant competitors that are emerging on the In¬ 
ternet,” he says. 

Tech companies that left nasdaq for the nyse cite a wide 
range of reasons for switching. “We thought it would become 
more appropriate as we became more established,” says Scott 
Murray, Learning Co.’s cfo. Murray, along with Iomega Corp.’s 
treasurer Robert J. Simmons, also cite high levels of customer 
service from their specialist. “You end up with one market 
maker more familiar with your stock because they are the only 
trader,” says Murray. ‘You have better visibility on who the buy¬ 
ers and sellers are.” 

The nyse’s prestige internation¬ 
ally is also a selling point. For 
America Online CEO Stephen M. 

Case, moving to the nyse was 
about “improving our global pro¬ 
file. The nyse has the prestige and 
the global reach” aol wanted as it 
pushes into new markets in Eu¬ 
rope and Asia. Also, “we felt an 
auction market with a specialist 
would mean lower spreads. And 
that has happened,” says Case. Ac¬ 
cording to aol’s investor relations 
staff, on NASDAQ only 38% of trades 
had a spread of one-eighth or less, 
compared to 60% on the nyse. 

Despite these high-profile defec¬ 
tions, nasdaq still boasts many of the leading technology com¬ 
panies. Among them are companies that have a strong sense of 
loyalty to a market that took them on when, say, the nyse would 
not. nasdaq’s system of multiple market makers for each stock 
helps provide liquidity to smaller companies that don’t yet have 
a large following among analysts and need multiple dealers to 
generate more interest in their stock. And when it comes to list¬ 
ing fees, the price is right on nasdaq, where listing fees are far 
lower than on the nyse. nasdaq is also the master of an art that 
the nyse is just now getting better at: self-promotion and mar¬ 
keting. The nyse doubled its entire advertising budget from $7 
million to $14 million for 1997, but that pales next to the $20 mil¬ 
lion that nasdaq has to spend on tv advertising alone. 
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Meanwhile, nasdaq disputes the notion of a nascent exo¬ 
dus of companies to the nyse. A record 96 U.S. and non- 
U.S. nasdaq companies defected to the nyse in 1996, up 
from 62 in 1995 and 45 in 1994, but “there wasn’t a break in 
the dam at all,” says John Wall, nasdaq’s executive vice- 
president for market 
services. “We lost 
some good-size com¬ 
panies, such as Bay 
Networks, America Online, and St. Jude Medical, but we lost 
them all for specific reasons,” says Wall. The nyse, he notes, 
was Bay Network’s largest customer. 

As for the leading member of the “fearsome foursome,” Mi¬ 
crosoft’s chief financial officer, Michael W. Brown, has just 
been appointed chairman of nasdaq’s board of directors. In¬ 
tel’s Treasurer, Arvind Sodhani, also on nasdaq’s board, 

IN THE TRENCHES 

The NYSE’s quest for brand 
identity includes being an 
accommodating host to 
broadcasts from the floor 

states: “We’re very well served 
by nasdaq.” Yes, he says, the 
nyse has made a “fairly deter¬ 
mined effort” to attract Intel, but 
“there’s no reason to move.” As 
for tech firms such as Bay Net¬ 
works and Iomega that made the 
move, Sodhani says that “a lot 
of those are younger firms, and they may have had their 
own reasons to want to do it.” 

Wall complains that the competition is skewed because of 
the nyse’s Rule 500. That requires that nyse companies get 
a supermajority of shareholders voting approval if a company 
wants to delist. The nyse says the issue is a red herring, 
since companies don’t want to leave. Wall says the issue is not 
a red herring and that he has the letters from nyse compa¬ 
nies to prove it. 

The rule helped the exchange land Concert plc, the pro¬ 
posed entity that would come out of the planned merger of MCI 
Communications, nasdaq’s fifth-largest company, and British 
Telecommunications, an nyse company. Both nasdaq and the 
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tolerated,” says one former employee. 
Grasso finds such assertions reflective 
of a much earlier time at the nyse. 
“When we have meetings, I think we’re 
a better company by the dissent,” he 
says. Critics also wonder whether Gras¬ 
so has a broad enough vision, having 
worked only for the nyse. “They’ve 
been wondering that forever,” says 
Grasso, with a smile. “I guess they’ll 
only know after I’m gone.” 

For all his intensity, Grasso is not 
above poking fun at himself. At a din¬ 
ner with 30 or so members of the trad¬ 
ing-floor community in March, Grasso, 
along with the rest of the table, eyed 
the towering pile of salad placed in 
front of him. “It’s embarrassing to be as 
tall as your meal,” he deadpanned. 

By Suzanne Woolley in New York 


particularly involved in children’s chari¬ 
ties and police organizations. “I have 
the ultimate respect for what [the po¬ 
lice] do,” he says. “The nyse is blessed 
with a level of commitment from the 
New York City police force that is ex¬ 
traordinary.” Grasso worked closely 
with former Police Commissioner 
William J. Bratton, sponsoring break¬ 
fasts at the nyse for the nypd’s top 
brass to gain management insights from 
the likes of Jack Welch of General Elec¬ 
tric and Harvey Golub of American Ex¬ 
press. “Dick saw it as a way to support 
the city,” says Bratton. 

One criticism of Grasso that surfaces 
is that he is controlling. “Dissent is not 


WELCOME TO THE FLOOR: Roy Jones 
Jr. takes a dive facing Grasso 
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Finance 


nyse wanted Concert, and on Apr. 14 MCI an¬ 
nounced that Concert would join the nyse. 

Since bt’s shares are on the nyse and will be 
renamed Concert, moving bt’s shares to NAS¬ 
DAQ would run up against Rule 500. In a 
press release, MCI chief executive Bert C. 

Roberts Jr. said that “securing the approval 
would have been inappropriate at a time 
when shareholder focus should be on the 
merits and opportunities presented by the 
merger.” Roberts griped to SEC chairman 
Arthur Levitt Jr., who asked the NYSE to 
review the rule. The NYSE is reevaluating 
the rule and expects to have a decision by year’s end. 

Not only does the nyse want nasdaq’s stars of today, it 
doesn’t want to miss another Intel-in-the-making. Until 1983, only 
three ipos had been launched on the nyse. Since then, over 700 
companies, excluding closed-end funds, have gone public on the 
nyse. According to Securities Data Co., the nyse had 117 ipos 
in 1996, with proceeds of $23.7 billion, up from 74 ipos with pro¬ 
ceeds of $13.7 billion in 
1995. NASDAQ had 730 
ipos in 1996 with pro¬ 
ceeds of $25.4 billion. 
The nyse will soon launch an ad campaign focusing on its ipos. 

Quality control will be a key issue for the exchange when 
pursuing more entrepreneurial companies. “Grasso’s problem 
is to get more listings while, at the same time, maintaining 
the listing requirements for those companies coming on 
board,” notes Perrin Long, an independent analyst of the se¬ 
curities industry. The nyse has modified its listing stan¬ 
dards in recent years to allow companies to qualify based on 
cash flow. That attracted a number of cable and broadcasting 
companies. Previously, companies had to meet minimum 
earnings levels and have three consecutive years of prof¬ 
itability. And in mid-1996, the exchange altered what it 
calls the “North American standard” so that companies 
could aggregate holdings in Mexico and Canada with their 
U. S. operations in order to qualify for a listing. 

Increasingly, the competition between the nyse and NASDAQ 
is evolving into a battle of the brands. “Every day, we wage 
what we call a cornflakes war of brand preference,” says 
Grasso. The nyse has greatly increased its visibility by ex¬ 
panding its broadcast-center operations and allowing more 
tv stations to set up booths above the exchange floor or to 
broadcast from the floor itself. The nyse also made real-time 
stock prices available to tv stations such as cnbc, cnnfn, and 
Grupo Televisa in late 1996. About 100 live broadcasts go 



NASDAQ OR NASA? 

Not to be outdone in 
technology, to say 
nothing of stage props, 
NASD’s Zarb and 
Berkeley have launched 
their own high-tech 
“market site” in New York 


out from the nyse every day, compared with fewer than 30 in 
1995. One of the fastest growing items in the nyse revenue 
stream is from the sale of market data. That produced $82.3 
million in revenue in 1996, a 14% increase from 1995. 

NASDAQ is countering with its own broadcast site in Man¬ 
hattan—a room dominated by 100 video monitors. Much as 
the nyse’s trading floor provides photo opportunities for 
newly listed companies, nasdaq’s site is a slick showplace to 
impress prospective or new NASDAQ companies, serve as a 
backdrop for broadcasts, or be used for analyst meetings. 
SCATTERED BATTLES. As the NYSE dukes it Out with NASDAQ 
for new listings, it is also waging a fierce fight to have more of 
the trades in those stocks executed on the nyse, rather than on 
one of the regional exchanges. It remains to be seen how 
quoting prices in sixteenths of a dollar, instead of eighths, as a 
step toward decimalization, will affect the war for market 
share. “We think our volume will go up, and that our market 
share will increase dramatically,” says Grasso. “It will impose 
significant competitive pressures on alternative markets.” It will 
make it tougher to pay for order flow, he says, referring to the 
sale of orders to firms that pay a few cents per share for or¬ 
ders routed their way. If the gap between the bid and offer on 
a stock shrinks from the minimum 12.50 gap that has been 
standard, that practice will become less lucrative—and, Gras¬ 
so hopes, fewer orders will be drawn away from the nyse. 

As technology breaks down the barriers to entry in se¬ 
curities trading, the pace of change at the Big Board will 
have to increase. The competitive forces gathering to chip 
away at its franchise are huge. Yet the nyse has been com¬ 
bating such pressures for decades and has managed to flour¬ 
ish. Richard Grasso is quite aware of the challenges facing 
his nyse— and will fight like hell to maintain its momentum. 
As the battles continue, the real victors will be investors 
who get lower trading costs and better service. 

By Suzanne Woolley in New York, with bureau reports 
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BY GENE G- MARCIAL 

MID-CAPS TO 
STICK A FEATHER IN 

W ho’s feeling acrophobic in this 
soaring market? Not Larry Ke- 
blusek, U. S. Chief Investment Officer 
at Citibank Global Asset Management. 
“In spite of the Dow’s speedy climb 
above 8000, good stock values abound,” 
says Keblusek, who oversees assets of 
$28 billion—mostly invested in equi¬ 
ties, a big chunk in high-flying big-cap 
stocks. But Ke- 
blusek’s new fo¬ 
cus is on mid¬ 
caps. 

Keblusek says 
the best values 
are in stocks with 
market capitaliza¬ 
tions between $1 
billion and $10 
billion. “We look 
for companies 
with a record of 
solid growth—and 
are finding a lot 
of undervalued 
gems,” he says. 
Four picks: 

■ Consolidated 
Stores (cns), a re¬ 
tailer of closeout 
merchandise. 

■ Leggett & Platt (leg), a maker of 
prosaic but essential products such as 
furniture components and bed frames. 

■ ucar International (ucr), a pro¬ 
ducer of the graphite electrodes that 
minimills use in making steel. 

■ Zions Bancorporation (zion), which 
provides banking and insurance ser¬ 
vices in the Mountain States. 

Consolidated Stores has been hot, 
zooming from 26 a share in January 
to 38/4 on July 22. The company buys 
excess merchandise—often discontin¬ 
ued lines—at a deep discount and un¬ 
loads it at its 1,840 outlets—Odd Lots, 
Big Lots, and Kay-Bee Toy & Hobby 
Shops. With its vast warehouses, Con¬ 
solidated can deal in huge volumes. 

Leggett & Platt is also on a roll, 
going from 31 in January to 43 on July 
22. Citibank’s Rich Goldman says the 
Street expects Leggett to earn $2.14 a 
share this year and $2.49 in 1998. But 
he says: “We think it will earn more— 
$2.20 and $2.60, respectively.” 

ucar’s stock, now at 44, has been 



KEBLUSEK: Most 
of his $28 billion 
is in equities 


held back by a Justice Dept, probe into 
allegations of price-fixing among mak¬ 
ers of graphite electrodes. But Ke¬ 
blusek believes there is no collusion. 
He views the current stall as a buying 
opportunity. He thinks UCAR will beat 
Street estimates of $3.45 a share for 
1997 and $4.05 for 1998. His estimates: 
$3.60 and $4.20, respectively. 

Shares of Zions have vaulted from 
28 in late January to 35 on July 22. 
“Zions is an efficient, tightly disciplined, 
and highly profitable bank,” notes Ke¬ 
blusek. It has a return on equity of 
21.5%, vs. a 15.5% average for the top 
100 banks. He expects Zions to earn $2 
a share this year and $2.25 in 1998, 
vs. the Street’s $1.90 and $2. 

A NEW STUNT 
AT CIRCUS CIRCUS? 

A thunderbolt has struck Circus Cir¬ 
cus Enterprises (cir): Shares have 
tumbled from 36 in February to 23 on 
July 22. One reason: Analysts have cut 
their 1997 earnings estimates. A gen¬ 
eral slowdown in Las Vegas plus a glut 
of new hotels, analysts say, have kept 
many rooms empty at Circus Circus. 

Enter several hedge-fund managers, 
including some heavy hitters who 
asked not to be identified. They’ve 
been buying Circus since it hit a low of 
21 on July 9—two days after gambling 
analysts downgraded the stock. 

Why are hedge funds snapping up 
shares? They wouldn’t say, but some 
money managers suspect Hilton Ho¬ 
tels is eyeing Cir- 
D0WN AND OUT cus Circus for a 

IN LAS VEGAS takeover. Circus 

40 ______ has nine hotel- 

casinos in Nevada, 
including three on 
the Las Vegas 

strip. It also runs 
riverboat casinos 
in Tunica, Miss., 
and Elgin, Ill. 

Hilton hasn’t of¬ 
ficially withdrawn 
its hostile bid for 
itt, which has de¬ 
cided to split into 
three companies to 
thwart Hilton’s 
takeover plot. But one investment 
banker says Hilton plans to switch its 
attention to Circus, which is worth 30 to 
32 in a buyout. “Management wouldn’t 
be unhappy with such an offer,” says 
the banker, who believes Hilton will 



DATA: BLOOMBERG FINANCIAL MARKETS 


make its move soon, while Circus stock 
is in a funk. Chuck Di Rocco, editor of 
Gaming Today , says management 
“would sell if a reasonable offer came 
along.” Hilton spokeswoman Kathy 
Shepard declined comment. 

SCUFFED-UP GUCCI 
MAY GET A SHINE 

W ith Gucci Group (guc) close to its 
1997 low of 61 a share, recent in¬ 
vestors are disappointed. CEO Domeni¬ 
co de Sole shares their feeling and says 
the stock was beaten down unjustly. 

What’s he going to do about it? 
“Everything,” he says. The company 
will buy back shares (it has $200 mil¬ 
lion in cash, notes de Sole); enlarge 
stores in big cities, including Tokyo, 
Milan, and Paris; add 25 new stores; 
and expand new 
products, such as 
more ready-to- 
wear apparel and 
fashion jewelry. 

“We’re obsessed 
with keeping in¬ 
tact the quality of 
our world-famous 
brand,” says de 
Sole, “while we 
expand our reach 
in Europe and 
Asia and bolster 
our strength in 
the U. S.” Gucci 
sales are expect¬ 
ed to hit $1.1 bil¬ 
lion this year and 
$1.3 billion next. 

“We will move 
fast,” vows de 



CEO DE SOLE: 

“ Obsessed ” with 
preserving quality 


vows 

Sole, just as he did three years ago 
when Gucci was battling bankruptcy 
and liquidation. Bahrain’s Investcorp 
International bought the company from 
the Gucci family and brought in de 
Sole. Investcorp took the company pub¬ 
lic in October, 1995, at 22 a share and 
finally sold all its shares in a secondary 
offering in March, 1996, at 48. 

In spite of the stock’s recent poor 
showing, analysts remain bullish: “Guc¬ 
ci is by far the cheapest growth stock, 
not only in luxury goods but in the 
whole European retail sector,” says 
Claire Kent of Morgan Stanley, Dean 
Witter Discover, in London. She ex¬ 
pects Gucci to earn $3.38 a share in 
the year ending Jan. 30, 1998, and 
$4.05 in 1999, vs. 1997’s $2.76. Her tar¬ 
get for the stock: 90. 
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B ack in July, 1995, no computer maker was flying 
higher than Silicon Graphics Inc. Its dazzling three-di¬ 
mensional graphics computers had a starring role 
animating the fearsome dinosaurs in Jurassic Park. 
Nintendo was using the same technology to give 
the Mario Brothers a face-lift and to design a new 
generation of arcade-like game machines. And sales were soar¬ 
ing. For the fiscal year ended that June 30, revenue skyrock¬ 
eted 45%, to $2.2 billion—far outpacing all rivals. To top it off, 
CEO Edward R. McCracken was a White House regular, hob¬ 
nobbing with Bill Clinton and A1 Gore. sgi’s sexy image prompt¬ 
ed a Wall Street analyst to label it “the new Apple.” 

Sadly for sgi, that may prove all too true. Now, like Apple 
Computer Inc., the Mountain View (Calif.) company is a stark 
anomaly in booming Silicon Valley. While rivals such as Sun Mi¬ 
crosystems Inc. ride the Internet wave and even ibm enjoys a 
comeback; sgi has been mostly an onlooker at the tech party. 
After racking up losses of $35 million in the first half of this 
year, the company managed to carve out a profit for the 1997 
fiscal year ended in June, thanks to a strong fourth quarter. 
Still, the stock, even after bouncing up from its low of 12% last 
April to 18% on July 23, is at less than half of its value 24 

months ago. 
Dubbed “the 
gee-whiz com¬ 
pany” by BUSI¬ 
NESS WEEK 

three years ago, SGI is scrambling to stay off technology’s long 
list of has-beens. Concedes McCracken: “If we can’t produce 
good quarters, we’re not going to have a future.” 

Gee whiz! What happened? A classic Silicon Valley tragedy, 
that’s what. Like so many highfliers, sgi rocketed to fame and 
fast fortune on the wings of a snazzy new technology—in this 
case, powerful computer workstations and servers with 3-D 
graphics so realistic that they became the computer of choice 
for Hollywood filmmakers, engineers, and scientists. 

But SGI executives got drunk on their own success. They 
dashed into glitzy new markets such as supercomputers, in¬ 
teractive cable tv, and digital film studios while barely tending 
to their bread-and-butter computer business, which produced 
machines late, incomplete, or dead on arrival. And basics such 
as marketing, inventory management, and quality control were 
far too mundane for the company that whipped up computer-an¬ 
imated raptors and a Tyrannosaurus rex. 

Indeed, interviews with more than 85 people inside and 
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What went wrong at the 
company that once made 
everybody say: “Gee whiz” 
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JUNE 7,1993 Time Warner Cable 
chooses Silicon Graphics (SGI) to 
develop technologies for its high-profile 
interactive television trial in Orlando. 

JULY 27 SGI reports its first bi I Non¬ 
dollar sales year. 



AUG. 23 Ninten¬ 
do agrees to use 
SGI technology in 
its future video- 
game player. 


JAN. 6, 1994 
CEO Ed McCrack¬ 
en is named co¬ 
chair of Clinton’s 
National Informa¬ 
tion Infrastructure 
Advisory Council, 
leaving COO Tom 
Jermoluk to run 
daily operations. 



JAN. 27 Co-founder Jim Clark leaves 
to start Mosaic Communications, later 
renamed Netscape. 


MAY At an executive offsite in Mon¬ 
terey, Calif., McCracken challenges the 
company to increase annual sales 
growth from 36% to 50%. 

DEC. 14 Eight months late, Time 
Warner finally launches a downsized 
interactive-TV trial in Orlando. 


Cover Story 


outside SGI reveal a company that lost touch with basic business 
practices. Until recent months, poor planning often led to the 
company shipping products that generated a staggering 80% of 
its quarterly revenue in the last month of the quarter—leaving 
no margin for error. And like Apple, SGI gorged on fat profit 
margins, ignoring the lean, savagely aggressive personal-com¬ 
puter makers that were churning out ever more powerful ma¬ 
chines and starting to steal sgTs customers. The company’s 
share of the $12.7 billion workstation market has slipped to 12% 

_ in the first quarter of 

1997, vs. 14% in 1995. 

Perhaps most stun¬ 
ning are the missed 
opportunities. In early 1995, sgi was a front-runner on the 
Net, with its servers running such Web sites as HotWired 
and Virtual Vineyards. But by sticking too long with ill-fated in¬ 
teractive tv, it lost its Internet standing. Now, sgi is a Web 
also-ran, forced to watch as SGI co-founder James H. Clark cash¬ 
es in with his Netscape Communications Corp. Just last year, 
sgi blew yet another opportunity: When its stock was one-third 
higher than today’s price, say insiders, McCracken didn’t pur¬ 
sue initial feelers from acquisition-minded Sun Microsystems, 
which stole SGi’s panache and profits by turning its own inter- 
active-TV efforts into the popular Net software Java. 

STERN WARNING. Now, McCracken is on the hot seat. At a 
board meeting last January, directors urged him to restore 
SGi’s momentum. They didn’t set a deadline, but insiders say the 
board is growing impatient with the stream of quarterly dis¬ 
appointments. “The buck has to stop with Ed,” says board 
member C. Richard Kramlich, managing general partner at ven¬ 
ture capitalist New Enterprise Associates. “If Ed’s not qualified 
to lead the company, we’ll know very soon.” 

Widely respected for helping sgi become one of the world’s 
leading computer makers, McCracken took his eye off the ball 
during his 1994 Washington sojourns. Then early last year, 
after his 11-year marriage began to sour, he began a public re¬ 
lationship with a young sgi employee. Their displays of affection 
shocked some workers. Says a former colleague: ‘When people 
are walking around in a funk, and Ed is walking around with 
stars in his eyes, they say, What’s going on here?’ ” 

Such distractions have not been limited to McCracken. For¬ 


mer President and Chief Operating Officer Thomas A. Jer¬ 
moluk, once the charismatic leader who guided sgi through its 
go-go days, came under criticism for his freewheeling, work- 
hard, play-hard style. 

Especially the play-hard part. While Jermoluk was the quin¬ 
tessential startup leader who even manned the manufacturing 
lines during crunch times, he was not one for structured, big- 
company business processes, or even a corporate demeanor. 
Jermoluk helped set the frat-house tone at sgi early. Jermoluk, 
for example, admits he and several colleagues once mooned sgi 
employees at one of the company’s annual lip-synch contests. 
And on one occasion, says a former manager, Jermoluk was 
drinking and threw up at a poolside sales meeting in Hawaii. 

For Jermoluk’s part, he says he does not recall the incident. 
“Am I guilty of getting drunk a few times?” he asks. “Sure. 
Probably inappropriately at times? Yeah. Did I party hard? 
Sure.” But he also adds: “Was I leading a wild life? No. I 
was working too hard, man.” Even Jermoluk’s critics say this 
never impaired his job performance, but such overindulgence by 
the company’s No. 2 rattled some employees’ confidence. “Peo¬ 
ple aren’t used to seeing the president get drunk,” says a for¬ 
mer executive. 

Nor are they accustomed to seeing sgi flounder. What now? 
To be sure, SGi’s computers still do things no others can match. 
Its most powerful graphics workstations, accounting for near¬ 
ly a third of its sales, are still the front-runners for the most de¬ 
manding 3-D animation. And its technical servers and super¬ 
computers, which generate 35% of revenues, are tops for 
serious number-crunching. 

Now, with long-delayed products finally starting to ship in 
volume, sgi may be on the road to recovery. In the latest 
quarter, reported on July 24, sgi showed decent improvement 
for the first time in nearly two years. By making progress on 
longstanding execution problems and finally shipping a backlog 
of orders for its bread-and-butter computers, sgi reversed its 
slide. With the stock far below its peak, analysts say that 
could boost the share price in the next few months. 

What’s more, McCracken thinks new business processes 
now being put in place, such as streamlining the time from 
quoting an order all the way through to shipping it, will pay 
even bigger dividends in coming quarters. Longer-term, he 
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OCT. 19 Blaming a recent sales-force 
reorganization, SGI reports first-fiscal- 
quarter revenues lower than expected— 
$595 million vs. expected $650 million. 

NOVEMBER Sun steals some of SGI’s 
Hollywood thunder by announcing that 
Pixar Animation Studios used 117 Sun 
computers to help produce graphics 
for the film Toy Story. 


FEB. 7, 1995 

SGI buys software 
companies Alias 
Research and 
Wavefront Tech¬ 
nologies for $500 
million in bid to 
stave off 
Microsoft. 


JULY 10 SGI 

introduces new 
Indigo worksta¬ 
tions, hoping they 
will generate $1 
billion in sales 
this fiscal year. 


JULY 25 SGI reports 45% growth in 
sales for fiscal 1995, ended June 30, to 
$2.2 billion, and a 58% jump in profits, 
to $225 million—the 12th strong quar¬ 
ter in a row. 



JANUARY Sun makes overture to buy 
SGI, but initial feelers go nowhere. 

FEB. 26 SGI buys Cray Research for 
$767 million. 


JAN. 17,1996 SGI reveals that short¬ 
ages of graphics chips from Toshiba 
caused revenues to rise only 22%, to 
$672 million, under original forecasts 
of $760 million. 


says, the Internet will spur more demand for powerful servers 
like sgTs to serve as commercial “network hubs.” 

Despite the latest quarter’s improvement, sgi’s long-term 
future is in doubt. McCracken’s big dilemma: He either 
sticks to sgi’s high-performance niche and gives up the 
chance for big spurts, or he radically changes sgi’s business 
model to compete with commercial computer makers like 
Sun and the PC makers. But so far, sgi has produced no con¬ 
vincing answer to the PC threat. And Sun, ibm, Hewlett- 
Packard, and others have a big, perhaps unbeatable, head¬ 
start on selling to Corporate America. Co-founder Clark, 
who resigned in a huff three years ago, offers a bleak as¬ 
sessment: “I think the company is headed for a potential dis¬ 
aster. SGI has squandered its advantage. Now, 
the pc has won. Game over.” 

FADING STAR. McCracken and his team couldn’t 
disagree more. Overall, McCracken says sgi can 
grow 15% to 20% a year—not bad, but a big 
comedown from the years of 36% and 45%. That’s 
why sgi execs have spent the past nine months 
working with high-powered consultants such as 
Connecticut marketing wiz Jack Trout to craft a vi¬ 
sion for sgi’s future. “Our marketing has sucked for 
15 years,” says McCracken. Yet beyond a me-too 
focus on large servers to run networks and a vow 
to listen more closely to customers, McCracken’s 
vision is fuzzy. 

How did SGI get to this sorry place? The roots 
of the company’s ailments stretch back more 
than three years, when business was humming, 
sgi was the star of Silicon Valley, and high tech 
was a hit in Washington. On Jan. 6, 1994, McCracken—an in¬ 
trospective former Hewlett-Packard Co. exec who likes to 
practice and teach meditation—was named co-chair of Clin¬ 
ton’s National Information Infrastructure Advisory Coun¬ 
cil. Soon, he was deep into Washington politics, helping craft 
government policies on communications technologies. Just 
a few weeks later, Clark—frustrated with his repeated fail¬ 
ure to persuade McCracken and Jermoluk to come out with 
cheaper workstations—resigned to start the company that 
was soon to become Netscape. That left much of sgi’s oper¬ 


ations to Jermoluk, 37, who was appointed president on 
Feb. 2, 1994. 

T. J., as he is known, seemed up to the task. A crack engi¬ 
neer at HP and Bell Laboratories, the hard-charging Jermoluk 
had quickly worked his way up sgi’s ladder after joining as an 
engineer in 1986. Blond and lanky, Jermoluk soon proved a 
magnetic leader, whipping the troops into a frenzy at the com¬ 
pany’s frequent “all-hands” meetings. Says Pavan Nigam, for¬ 
mer director of sgi’s interactive tv project with Time Warner 
Cable: “His macho, can-do, aggressive style got the whole 
company stomping its feet.” 

Good thing—because he and McCracken were about to up 
the ante. At a posh seaside resort in Monterey, Calif., in May, 
1994, some two dozen top executives huddled to 
set plans for the next fiscal year, starting on July 1. 
After the first day of discussions, McCracken and 
Jermoluk made the case that they should seize 
the chance to build a large company while they 
still could. At the time, Sun was moving away 
from sgi’s niche engineering stronghold to work¬ 
stations and servers for large corporate networks 
and IBM and Digital Equipment Corp. were strug¬ 
gling. Moreover, the Information Superhighway 
promised SGI fresh opportunities. “Ed said to think 
out of the box and figure out how to grow 50%,” 
recalls former Vice-President Way Ting, founder 
and CEO of software startup Pictra Inc. 

That set off feverish activity within SGI to reach 
that goal, which quickly led to burnout and worse: 
Key evangelist John R. Mashey says he suffered a 
heart attack amid the constant travel. He has re¬ 
covered, but the grueling pace left no time to look ahead. By 
December, 1994, when Time Warner and sgi finally launched a 
downsized digital cable-TV trial in Orlando eight months late, ca¬ 
ble companies already were realizing that interactive tv 
wouldn’t pay off. “Interactive tv was dying, and the Internet 
was taking off,” says John Danner, an sgi manager who left in 
1995 to start Net advertising software startup NetGravity 
Inc. “But sgi was still gung ho on i-tv.” 

SGI didn’t ignore the exploding Web. But after initial success 
running busy sites and selling the first dedicated Web servers 
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SEVEN 

ROCKY 

QUARTERS, 

PROFITS 

ARE UP 
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APRIL 25 SGI reports 
another disappointing 
quarter—this time because 
partner NEC can’t produce 
enough SGI-designed MIPS 
chips. 

JULY 31 Chief Operating Offi¬ 
cer Tom Jermoluk resigns to 
become CEO of ©Home, a startup build 


ing a high-speed backbone for 
delivering Internet content over 
cable TV systems. 


SEPT. 25 Partly because 
of a $10 million charge to 
replace thousands of 
defective MIPS microproces¬ 
sors, SGI says it will report first-fiscal- 
quarter results well under expectations. 


JERMOLUK 



OCT. 7 SGI introduces $6,000-and-up 
02 workstation to compete against 
high-performance PCs. 

OCT. 17 SGI reports a first-fiscal-quar¬ 
ter loss of $22 million on sales of 
$766 million, up only 1%. 

JAN. 28,1507 At SGI board meeting, 
directors tell McCracken to get SGI 
back on track. 


Cover Story 


starting in early 1995, sgi didn’t invest much. By spring of 1996, 
there were fewer than a dozen business people in the division. 
And while Sun has made its Java software into a broad stan¬ 
dard for creating Net applications, sgi’s 3-D Net software has 
been slow to take off because of networking bottlenecks. As a 
result, SGI lost momentum to Sun, now the darling of the Net. 

The Internet’s singular potential should have been more 
obvious to Jermoluk than to anyone. In late summer, 1994, 
Clark had offered him the CEO spot at Netscape. But Mc¬ 
Cracken didn’t want to 
lose Jermoluk, least of 
all to Clark. So to keep 
him, SGI offered the 
young president a new compensation package valued at $10 mil- 
lion-plus over foin* years. He stayed. 

By then, SGI was facing a more fearsome challenge: the 
omnipresent PC. Souped-up desktops with off-the-shelf Intel 
chips and Microsoft’s business-strength Windows NT were 
starting to do more of the complex graphics jobs that work¬ 
stations using Unix software, such as sgi’s, routinely tackled. 
But SGI, at Jermoluk’s insistence, refused to support NT —he 
says it didn’t offer sgi a way to set itself apart. 

IN THE CROSSHAIRS. By mid-1995, however, none of those 
simmering problems had yet spilled onto the income state¬ 
ment. A week after its stock hit an all-time high of 44% on 
July 17, SGI reported a 58% jump in profits on a 45% rise in 
sales, to $2.2 billion, for fiscal 1995. To reward employees, sgi 
spared little expense: It hired Huey Lewis & the News for 
an all-hands meeting at the company in July and gave all 
6,300 employees bonuses or a Swiss watch worth several 
hundred dollars. That still left plenty of cash to keep hiring 
500 people a quarter and investing in new ventures—such as 
a $50 million joint digital studio with Steven Spielberg’s 
DreamWorks skg. 

Success put sgi squarely in nearly every computer maker’s 
gunsights. hp introduced higher-performance 3-D graphics 
workstations, and Sun wasn’t far behind. So sgi had to run 
even faster. In July, 1995, out came the Indigo2 impact work¬ 
station line for the technical market, and sgi boldly predicted it 
would feed $1 billion into company coffers. At the same time, 
engineering teams were scrambling to ready a slew of work¬ 


stations and servers for its biggest product introduction ever, 
planned for January, 1996. But the path to the new-product in¬ 
troduction took a nasty turn. On Oct. 19, SGI announced lower- 
than-expected revenues for the first fiscal quarter. McCracken 
said the problems were temporary, blaming them on a sales- 
force shakeup and assuring analysts that he expected sales to 
grow 40% for the fiscal year. 

The real problems ran far deeper. Even at $2.2 billion, sgi 
was a corporate adolescent. For one thing, engineers and sales¬ 
people constantly pushed the envelope—and sometimes tore it. 
For instance, SGI tapped Toshiba Corp. to make key graphics 
chips for the Indigo machine, though Toshiba had never made 
them before. What’s more, Toshiba execs say the chips re¬ 
quired leading-edge design and manufacturing technologies. 
The result: The chips took longer than expected to produce, 
leaving big shortages. 

Worse, sgi’s product divisions were so independent that 
they didn’t bother coordinating introduction schedules. “Things 
always got slammed into manufacturing in the last three weeks 
of the quarter,” says a former manager. By the end of the year, 
the new workstation and server products stacked up, and 
manufacturing was overwhelmed. “My team was quite frankly 
pissed off,” says Stephen A. Goggiano, senior vice-president for 
worldwide manufacturing. Says Jermoluk: “It was like trying to 
shove a pig through a snake.” What came out wasn’t pretty: 
December-quarter sales grew only 22%. Investors dumped the 
stock, driving it down 16%, to 23%. 

Customers were getting angry, too. One longtime SGI 
loyalist, Tektronix Inc.’s Color Printing & Imaging Div., 
dropped sgi and bought 100 new Sun workstations instead. 
Why? Engineering Support Manager Andrew Finkbeiner 
didn’t believe sgi salespeople’s insistence that they would 
ship on time. Up until then, says Finkbeiner, sgi’s machines 
were so much better that he put up with late delivery, fre¬ 
quent breakdowns, higher prices, and steep maintenance 
costs. Now, he says, “there’s no reason to put up with those 
things anymore.” Meanwhile, Sun was going Hollywood. 
The company stole some of sgi’s Tinseltown thunder by 
persuading Steve Jobs’s Pixar Animation Studios to use 
117 Sun computers, in addition to sgi machines, to help 
create the graphics in Toy Story. 
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JAN. 27 SGI 

introduces 
midrange Octane 
workstations, 
completing 
transition to all- 
new products, but 
they're not 
ready to ship in 
volume. 

SGI chief: 
We goofed 
on sale 
to Russia 

US. looking into 
weapons-lab deal 

ByScottHekhold 1 

ifcmj ry Staff Wnlfr - 

Silicon O-"* - , . | 

Silicon Graphs f 

Posts 80% Drop 

In Net Income 

By DEAN j a < *- 



FEB. IS SGI’s 
sale of computers 
that end up in a 
Russian nuclear 
bomb design 
facility prompts a 
federal probe. 

MARCH 24 Intel 
Chairman Andy 
Grove announces 
the “visual 
computing” era 
for powerful PCs, 
stealing SGI’s 
onetime tagline. 


A TO. 17 SGI 

announces seventh 
consecutive earn¬ 
ings disappoint¬ 
ment. The stock 
plummets 24%, to 
12/4, its lowest 
point in more than 
four years. 

MAY S Chief 
Financial Officer 
Stan Meresman 
and Mike Ramsay, 
senior vice-presi- 



JUNE Dataquest Inc. says first-quarter 
NT workstation shipments boomed 
242%, compared with only 10% unit 
growth for Unix workstations. 

JUNE 26 To save money, SGI asks 
7,000 U.S. employees to take two 
extra days off before the July 4 
holiday. 



dent in charge of 
desktop comput¬ 
ers, leave in a 
reorganization. 
Former Cray Presi¬ 
dent Robert Ewald 
takes over all 
computer manu¬ 
facturing and 
engineering. 



Still, Jermoluk continued to run sgi as if it 
were a startup. Executives manned the factory 
late into the night the last day of each quarter, scramb¬ 
ling to get shipments out the door. “I was there at the 
end of every single quarter until midnight/’ recalls Jer¬ 
moluk, who did everything from soldering wires on computer 
boards to putting disk drives into systems to banding box¬ 
es for shipment. 

LOOSE REINS. The hands-on management style that had worked 
for a much smaller company was slowing things down. In¬ 
stead of changing the way components were supplied to sgi’s 
product divisions to match the company’s size, complexity, and 
sales, Jermoluk simply made all the decisions on which units 
would get which parts and when. “I just used to 
do the whole thing myself because I could do it 
quicker,” says Jermoluk. The board began to notice. 

“Ed should have reined him in,” says Kramlich. 

“He was not disciplined with T. J., and that was a 
bad error.” 

McCracken had other things on his mind. In 
early 1996, insiders say, Sun CEO Scott G. Mc- 
Nealy—fresh from trying to buy Apple Computer 
a few weeks earlier—contacted McCracken to dis¬ 
cuss buying sgi. Neither will comment, but talks 
dissolved quickly. One sgi insider says that no 
formal offer was made, but sgi execs thought the 
company could fetch $65 a share; Sun was leaning 
toward $45 a share. 

McCracken clearly preferred to play predator 
himself. On Feb. 26, sgi announced the purchase of 
supercomputer pioneer Cray Research Inc. for 
$767 million. In one stroke, sgi became the top supplier in 
the business of high-speed computing, gaining a seasoned sales 
force and a new customer base. But few people—especially in¬ 
side sgi —thought the move really improved sgi’s prospects. An¬ 
alysts worried that the market for supercomputers was shrink¬ 
ing and that Cray would take a long time to digest without 
providing many new customers or addressing sgi’s key chal¬ 
lenge, “Wintel” workstations. “Why buy a company that was 
doing poorly in a shrinking market?” asks one exasperated 
former executive. McCracken says Cray has turned around and 


TURNOVER 
DOUBLED 
TO 20% IK 
1996 AS 
TURMOIL 
GREW 


also provides sgi with leading-edge technology to trickle down 
into other sgi machines. But Cray quickly proved distracting at 
a time when sgi execs had their hands full getting their own 
house in order. 

sgi’s growing turmoil was taking a toll on many employees, 
who bailed out in droves. Two big departures at the senior vice- 
president level: Wei Yen, who ran the products and technology 
group, now at nci Inc., an Oracle subsidiary, and Robert 
Burgess, who headed the Alias/Wavefront operation, now pres¬ 
ident of Macromedia. Meanwhile, other employees spied golden 
opportunities at Net startups that offered more attractive 
stock options and a brighter future. By spring, 1996, turnover 
had doubled, to nearly 20%. McCracken says it has since fallen 
to under 10%. However, at least 16 of 43 top execs 
have left or were pushed out in the past two 
years. One executive recruiter stopped trying to 
tap talent from sgi four months ago. “There’s no¬ 
body left,” he says. 

Why the big exodus? Managers and employees 
who thrived on sgi’s go-go culture—and others 
who joined because it was hot—saw a brighter 
future at hordes of Internet and other startups. 
Others tired of what one former employee called 
the frat-house atmosphere. That side of sgi’s cul¬ 
ture reached a nadir, insiders say, at a July, 1996, 
European sales conference in Mallorca that at¬ 
tendees are still buzzing about. Several eyewit¬ 
nesses say a number of managers and execu¬ 
tives had too much to drink and caroused late 
into the morning. 

McCracken heard the tales, too. He says he 
looked into the incident but never determined whether anything 
untoward happened. Still, he says, he talked about it with 
other managers. ‘We certainly spent a lot of time after that 
meeting discussing what is appropriate behavior,” he says. 
“It’s really important that people trust the management of 
the company.” 

Jermoluk wasn’t the only executive employees were buzzing 
about. In the spring of 1996, McCracken separated from his 48- 
year-old second wife, whom he had met in sgi’s human-re¬ 
sources department before they were married in 1985. The split 
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left both struggling to meet expenses, according to court filings. 
McCracken, who didn’t get a bonus last year, had to liquidate 
assets and borrow money to pay expenses before the divorce 
became final this past June 18. 

But what made the split news inside SGI was McCracken’s 
new relationship. McCracken began to date a young woman, 

who, as his wife once 
did, worked in sgi’s hu¬ 
man-resources depart¬ 
ment. McCracken did 
not try to hide their involvement: They displayed each other’s 
photos on their desks and were kissing at an SGI party for cus¬ 
tomers and employees at last summer’s Siggraph graphics in¬ 
dustry conference in New Orleans. 

McCracken defends the relationship. “I’ve done nothing to 
hide it from anybody,” he says. After it started, he says, the 
woman switched to another job at sgi so she would be less in¬ 
volved in current employee matters. However, some employees 
say the relationship has eroded their trust and confidence in 
McCracken since she’s 
still with the company. 

To some staffers, it 
was one more sign that 
executives had lost 
their way. Indeed, af¬ 
ter two more bum 
quarters, it was clear 
Jermoluk was having 
trouble getting the 
company back on track. 

On July 31 of last year, 
he left to become ceo 
of @Home Corp., a ca¬ 
ble Net service. Jer¬ 
moluk admitted his 
heart wasn’t in SGI any¬ 
more: “I’m a builder, 
less a sustainer.” 

Once McCracken 
took over daily opera¬ 
tions, he realized how 
bad the problems were. 

In July, sgi I 


GRAPHIC LESSONS FROM SILICON GRAPHICS 


BLUNDER Set overly ambitious 
sales goals, aiming to grow 


Russian Scientific Research Institute for Technical Physics. 
Assuming it was a research institute, sgi didn’t apply for the 
normal government clearances. The company says it is coop¬ 
erating with an ongoing federal investigation. 

Now, it seemed, sgi was in free fall. After reporting anoth¬ 
er poor quarter on Apr. 17, the stock plummeted 24%, to 12%, 
its lowest point in more than four years, sgi’s board had had 
enough. At its regular April meeting in Eagan, Minn., Cray’s 
headquarters, they canceled a planned tour of the facilities to 
nail down financial goals. “You bet your life that as time has 
been going on, we’ve been asking harder and harder questions,” 
says board member Robert A. Lutz, president of Chrysler 
Corp. “The company was continually overwhelmed by events. 
At some point, things have to improve.” 

McCracken didn’t take long to set the new agenda. On May 
5, he announced a reorganization that shook up his management 
team. Out the door: 11-year veteran Michael Ramsay and 
eight-year Chief Financial Officer Stanley J. Meresman. Now, all 
computer engineering and manufacturing—once split among 

several groups, each 
fighting for resources— 
is under the command 
of Executive Vice-Pres¬ 
ident Robert H. Ewald, 
former president of 


SOLUTION Lowered expecta¬ 
tions to 20%, closer to the 


BLUNDER Pursued glittery 
markets such as interactive TV 
that fizzled, while ignoring the 
inexorable rise of PCs 

SOLUTION Refocused on fast¬ 
growing markets such as 
telecommunications and started 
work on PC-based workstations 

BLUNDER Built inadequate 
business processes like invento¬ 
ry management and demand 
forecasting, leading to product 
shortages and angry customers 

SOLUTION Stopped shooting 
from the hip and started putting 
in systems, from quoting an 
order to scheduling manufactur¬ 
ing to collecting payments 

BLUNDER Cray Research 
acquisition sapped management 
energy from more pressing 
problems such as getting prod¬ 
ucts shipped out on time 

SOLUTION Consolidated all 
manufacturing and engineering 
operations under one person, 
Executive Vice-President 

Robert Ewald 


50% a year growth of the high-end market Cray and a possible 

en. The goal: better 
coordination between 
research and develop¬ 
ment and manufactur¬ 
ing—a big source of 
sgi’s problems. 

Now, McCracken 
and Ewald have a 
chance to avoid Apple’s 
fate, sgi’s high-end 
graphics are still un¬ 
beatable. The Jet Pro¬ 
pulsion Laboratory is 
using sgi supercomput¬ 
ers and workstations to 
process images from 
the Mars Pathfinder 
landing, and SGI com¬ 
puters were pivotal in 
the recent Jurassic 
Park sequel, The Lost 
World. “There’s still a 
large productivity gap between what you can do on an sgi 
workstation and on a PC,” says Martin Plaehn, CEO of Viewpoint 
Software Inc. in Orem, Utah. 

SGI is even swallowing its pride and working on a worksta¬ 
tion that will use Intel chips and Windows NT. But it may be a 
year before it’s ready. Says former sgi Vice-President Kirk 
Loevner, an Apple alumnus and now CEO of Internet Shopping 
Network: “They thumbed their noses at Apple for getting 
blindsided by Microsoft, but sgi got blindsided even worse.” 

Indeed, whether McCracken’s effort will be enough to return 
SGI to its former glory is doubtful. In most of these new com¬ 
mercial markets, sgi’s machines don’t offer much more than ma¬ 
chines from IBM, Sun, and HP. And it’s far less experienced in 
selling to those customers. “For Silicon Graphics to pull that off 
now is going to be very difficult,” says Morgan Stanley, Dean 
Witter, Discover & Co. analyst Steven M. Milunovich. 

The toughest job for sgi —the company that pioneered visual 
computing—will be visualizing a new future for itself. 

By Robert D. Hof in Mountain View , Calif, with Ira Sager 
in New York and Linda Himelstein in San Francisco 


BLUNDER Went for higher 
margins instead of market 
share, leaving it struggling for 
scale against IBM, HP, and Sun 


ting alarming calls from 
customers: Their new 
sgi computers would 
sometimes shut down 
without warning. Engi¬ 
neers found a flaw in 

the new microprocessors and traced it to a production problem 
at the maker, Japan’s NEC Corp. NEC says it replaced every one 
of the chips—which were scattered around the world in some 
4,000 systems. Still, it cost sgi a cool $10 million to send out 
field engineers to make the replacements. 

That was just one sign that the company’s basic processes— 
like quality control—were in tatters. Even sgi’s new strategy to 
broaden its market by courting commercial buyers—such as 
Procter & Gamble and PepsiCo—was troubled. As it turns 
out, those customers tend to be conservative, preferring to wait 
until new products have been in the market for some time. 
OVERWHELMED? Amazingly, sgi’s demand-forecasting model 
hadn’t factored that in, says manufacturing chief Goggiano. 
The result: So many customers bypassed the new machines and 
kept buying the older ones that sgi ran out of those by Thanks¬ 
giving. The shortfall put salespeople under even more pres¬ 
sure—with one glaring result. Late in 1996, SGI sold four pow¬ 
erful servers worth $650,000 to a Russian facility that designs 
nuclear warheads. Salespeople didn’t bother to check out the 
well-known facility, which had simply changed its name to All- 
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such as data mining and mas¬ 
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INTERVIEW 


MICHAEL EISNER 
DEFENDS THE KINGDOM 

Disney’s boss talks tough about boycotts, Hercules, ABC, and succession 


W ith everyone from the Baptists 
to the Catholics to the blind 
protesting one of his policies 
or products, it's no wonder 
Disney Chairman Michael D. Eisner 
is a bit, well, defensive. 

Thanks to a long string of missteps 
or disappointments in recent months, 
Walt Disney Co.'s stock is down 8% 
from its May high of 81+A, despite a 


rally on July 22 when the company 
surpassed Wall Street estimates with 
an 18% earnings increase. Each pass¬ 
ing week seems to bring Eisner new 
troubles. The company recently recalled 
100,000 Insane Clown Posse albums 
after a horrified Eisner belatedly got 
wind of the rap group's hard-core 
lyrics. ABC, acquired for $19 billion in 
a deal struck two years ago, contin¬ 
ues to be a ratings loser, and its man¬ 
agement turmoil is an acute embar¬ 
rassment to Eisner, once a top abc 
programming executive himself. Share¬ 


holders are still smarting over the es¬ 
timated $100 million it cost to get rid 
of short-lived company President 
Michael Ovitz, and a $250 million suit 
brought by another departed Eisner 
foe, Jeffrey Katzenberg, may go to trial 
this fall. Eisner still faces criticism 
that he can't share power. 

But most troubling is the anemic per¬ 
formance of Disney's newest animated 


film, Hercules. Each of the three ani¬ 
mated films Disney has released since 
199A's The Lion King has had progres¬ 
sively weaker results. For a company 
that derives a substantial portion of its 
profits from its animated films, that's 
a disturbing trend. 

Ever under the gun, Eisner took a 
break from his vacation in Aspen, Colo., 
to talk with business week's Los An¬ 
geles bureau chief, Ronald Grover, about 
his and the company's troubles. 

Q: It's been a bad couple of weeks for 


the company. Why is everyone taking 
shots at you now? 

A: The company is big, and therefore 
visible. A lot of people are interested in 
seeing whether we are going to slip up. 

Q: Will the Baptist boycott hurt 
Disney? 

A: No. Fm sorry if [the Ellen episode in 
which the lead character declared her¬ 
self to be a lesbian] of¬ 
fends the Baptists. I 
may not be as religious 
as some, but I went to 
a Baptist college [Deni¬ 
son], and I grew up be¬ 
lieving that tolerance 
was the basis of all re¬ 
ligions. I think that’s 
what’s missing here— 
tolerance. 

Now, I got this let¬ 
ter from a group 
of non-big-time Cath¬ 
olics about Nothing 
Sacred [a show about 
a doubting priest that 
debuts on abc this 
fall]. They haven’t even 
seen the show. They 
are criticizing it off of 
a sentence that they 
read in the press 
somewhere. I showed 
that show to five 
priests. We try to 
be careful, to make 
changes. And then we 
get this reaction. It’s aggravating. 

Q: Disney's stock price has taken a 
fall, largely based on the disappoint¬ 
ing box office for Hercules. What’s 
wrong with Disney's animation unit? 
A: Nothing. I don’t think people quite 
understand our company. We have many 
avenues to make money from one of 
our animated films. The video revenues 
from one of our animated films are 
large, the consumer products huge. 
We’re soon going to open our 11th 
Beauty and the Beast stage show. I’m 



BEYOND THE 
BOX OFFICE 

441 don’t think 
people quite 
understand our 
company.... The 
video revenues 
from one of our 
animated films 
are large, the 
consumer 
products huge J J 
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going to Minnesota soon to see Lion 
King [on stage]. This company has a 
multiple strategy to recreate and grow 
the Disney brand. 

Q: But box office [performance of Dis¬ 
ney's animated films] has been going 


can. If you could have great entertain¬ 
ment and not as great profits, or great 
profits and not as great entertainment, 
Fll take the great entertainment every 
time. You keep making great entertain¬ 
ment, and the profits are sure to come. 


PRODUCT VS. PROFITS ii Look, the 
audience may or may not be with you with 
every film you make.... You keep 
making great entertainment, and the 
profits are sure to come II 


down since Lion King, and that can't be 
a good trend for sustaining that strate¬ 
gy, can it? 

A: The trend is just fine. You keep look¬ 
ing at trends, and pretty soon you’ve 
trended yourself right out of business. I 
think Hercules is a fabulous movie, I 
thought The Hunchback of Notre Dame 
was a fabulous movie. Look, the audi¬ 
ence may or may not be with you with 
every film you make. But our job is to 
make the best entertainment that we 


Q: abc's recent decision to deny Fox 
airtime during Wonderful World of Dis¬ 
ney for commercials for its animated 
film Anastasia shows increased worries 
about all the studios taking on Disney 
animation, no? 

A: Look, I hope they all start making 
animated films, copying what we have 
done. As they copy [us], we went out 
and made the live-action version of 
101 Dalmations, which was a big suc¬ 
cess. Our strategy has to be, if they go 


one way, we’re going to go another. 

Q: What was the problem with the In¬ 
sane Clown Posse? How did that one 
slip through the cracks? 

A: Has business week ever made a 
mistake? Have you ever made a mis¬ 
take in your life? We made a mistake. 
The moment I heard the music, I knew 
this was something that this company 
couldn’t release. But you can bet that it 
won’t happen again. 

Q: Can we discuss the problem at ABC? 
A: abc is not a problem. We bought 
ABC [because we wanted to ensure that] 
Disney [wouldn’t] be shut out from get¬ 
ting to the audience—not by Rupert 
Murdoch, John Malone, or Bill Gates. 
It was apparent that we had to have 
distribution, [abc] had a full range of 
distribution—the network, cable, radio 
stations—that were hedges against us 
getting shut out by someone else. 

Maybe I share some of Walt’s para¬ 
noia that we were the skinny kids on 
the block and you have to protect your¬ 
self if you’re weaker than the others. 
With the deal, we added a lot of eye¬ 
balls. We added cable with [80% owned] 
espn and [50% owned] Lifetime, and 
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with broadcast entering a digital world, 
those are powerful assets to keep the 
Disney brand available to the public. 

Q: Sure, but did it justify spending $19 
billion for a network that fell in the 
ratings so quickly? 

A: We looked at other networks, and 
it made more economic sense to spend 
$19 billion and get the full range of 
ABC’s assets. We sold off $3 billion of 
[publishing] assets, so we paid $16 bil¬ 
lion for an asset that we think is worth 
$19 or $20 billion right now—or will be, 
when we get the ratings fixed. 

Q: The concern among many is that 
you’re spending too much time your¬ 
self trying to fix ABC and ignoring other 
aspects of the company. True? 

A: I spend one-fiftieth of the amount of 
time at abc that I do on animation, 
and one-hundredth the amount of time 
that I spend on the theme parks. And I 
spend zero time on development, zero. I 
join the pilot meetings, and I screen 
the pilots. But [abc President] Bob 
[Iger] and his team don’t need me. 
Where I think I can add something of 
value, I will. But my secret dream is 
that I could go down to the smallest 
abc office somewhere, where people 
didn’t know me, and really see what I 
could do. 


Q: With all that’s going on, don’t you 
need a strong No. 2 to help out? 

A: At the moment, we have four or 
more strong No. 2s. Joe Roth at the 
studio. I couldn’t do better than Bob 
Iger. I couldn’t do better than [Disney 
cable’s] Gerry Laybourne or [espn’s] 
Steven Bornstein or [theme-park chief] 
Judson Green or [cfo] Richard Nanula. 
We have the strongest team around. 


I went in a different direction once 
with you-know-who [Ovitz], and it obvi¬ 
ously was not successful. I like being 
part of a team, but the team doesn’t 
have to be the same person each time. I 
can be a team with Joe on movies, with 
Bob at abc. It’s just a different way of 
looking at No. 2. 

Q: Sure, but back in ’95, when you 
hired Michael Ovitz, it was your 
wife who suggested you needed the help 


because of your health problems, 
wasn’t it? 

A: Right, but things have changed. 

Q: Is there a succession plan for the 
company? 

A: Sure, I discuss my ideas of succes¬ 
sion with the board all the time. If I got 
hit by a truck tomorrow, there would be 
someone to run this company, and my 


ego is such that they would probably 
run it better than I have. I am 54 years 
old, and if it hadn’t been for my [heart] 
bypass, no one would even be talking 
about succession. A person at any age is 
vulnerable, so we’ve talked over what 
might happen. But there is no No. 2 
waiting out there if we had to use the 
plan. There is a group of people both in¬ 
side and outside this company who could 
run it if I wasn’t here. There isn’t a 
concrete plan at the moment. 


PASSING THE TORCH II If I got hit by a 

truck tomorrow, there would be someone 
to run this company, and my ego 
is such that they would probably ran it 
better than I have H 
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ON THE CRITICAL LIST? 

Columbia/HCA’s CEO may have made too many enemies-including some on his own board 



I t was only a year and a half ago 
that Dr. Thomas F. Frist Jr. and 
Richard L. Scott flouted decorum by 
exchanging high fives in the dining 
room of Nashville’s exclusive Belle 
Meade Country Club. But the cama¬ 
raderie is long gone between Tommy 
Frist, the vice-chairman and largest in¬ 
dividual stockholder of Columbia/HCA 
Healthcare Corp., and Rick Scott, the 
chairman and chief executive of the em¬ 
battled hospital colossus. “I wouldn’t 
say that Tommy is angry,” says one con¬ 
fidant, choosing his words carefully. 
“He’s focused. Very focused.” 

With revelations about the widening 
scope of the government’s criminal in¬ 
vestigation of Columbia appearing al¬ 
most daily, a behind-the-scenes cam¬ 
paign to rein in Scott—or perhaps 
remove him altogether—seems to be 
coalescing around Frist, who at 58 is 
the very model of the patrician physi¬ 
cian. The 24% drop in the company’s 
stock since February is both a symptom 
and a cause of the growing disillusion¬ 
ment with Scott among large investors. 
Even Texas billionaire Richard Rain¬ 
water, who co-founded Columbia Hospi¬ 
tal Corp. with Scott in 1987 and has 
been his biggest booster ever since, may 
be wavering in his support. 
IN-YOUR-FACE. While Scott’s personal 
culpability in the unfolding scandal is 
uncertain and likely to remain so for 
months, the 44-year- 
old CEO clearly has 
become a political lia¬ 
bility. Under Scott’s 
relentlessly aggres¬ 
sive leadership, Co¬ 
lumbia has made 
scores of powerful en¬ 
emies at every level 
of government. “To 
paraphrase Tommy, 
the basic problem is 
the in-your-face style 
of Scott coming home 
to roost,” says a Frist 
ally. 

Since March, when 


federal agents raided Columbia offices 
in El Paso and carted out documents 
by the truckload, Frist has met private¬ 
ly with Scott and urged him to adopt a 
more statesmanlike stance. Scott lis¬ 
tened, but did he hear? Publicly, any¬ 
way, the CEO has not conceded that he 
needs to modify either the substance or 
style of his approach. “There are cer¬ 
tain things beyond your control,” Scott 
told business week in a June interview. 
“But what I like about this industry is 
that if we do a good job of taking care 
of patients, things will work out.” 

Also last month, Rainwater reaf¬ 
firmed his faith in Scott and Columbia’s 
prospects in an interview with business 
week. “As far as I’m concerned,” said 
Rainwater, who still owns 9.8 million 
shares of Columbia stock to Scott’s 9.4 
million, “Rick will lead the company for¬ 
ever, or until he wants to step down.” 
But on Monday, July 21, Rainwater sud¬ 
denly backpedaled from his uncondi¬ 
tional embrace of the status quo, saying 
only that significant developments were 
imminent. 

Almost immediately, reports surfaced 
that Columbia was talking to Tenet 
Healthcare Corp. about a merger. Both 
companies declined to comment on the 
reports. Tenet, the industry’s second- 
largest company, is roughly a quarter of 
Columbia’s size. Its CEO, Jeffrey C. Bar- 
bakow, guided the company through its 
own scandal four 
years ago when he 
forged a settlement of 
massive fraud charges 
for $380 million. Many 
in Washington and in 
the industry believe 
prosecutors won’t let 
the next violator off 
with just a fine, but 
will seek jail terms. 

The rumors gave a 
lift to Columbia’s bat¬ 
tered stock, which 
had fallen as low as 
32 as investors fled. 
The company’s largest 


NASHVILLE BEEF: Protesters opposed 
takeovers of community hospitals 


stockholder, fmr Corp.—the parent 
company of the Fidelity family of mu¬ 
tual funds—has unloaded more than 
half of its 56 million shares since March, 
paring its interest to about 4%, from 
9%, according to estimates by Alpha 
Equity Research, a New Hampshire 
brokerage that tracks Fidelity for in¬ 
stitutional investors. “It looks like they 
have really lost confidence in the com¬ 
pany,” says David J. O’Leary, president 


THE HIGH COST 
OF SCANDAL 
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of Alpha, fmr has declined to comment. 

Still, the disgruntlement of Frist and 
other Columbia directors poses the 
most imminent threat to Scott. Frist, 
who owns 14.6 million shares, founded 
Hospital Corporation of America with 
his father in 1961 and sold it to Co¬ 
lumbia in 1994. While few HCA execu¬ 
tives remain in Columbia’s senior man¬ 
agement ranks, no fewer than five of its 
ten directors were affiliated first with 
HCA and are considered likely to back 
Frist in any showdown with Scott. 
“These are not the sort of people who 


Royal, a Richmond, Va., physician, and 
Carl Reichardt, the retired chairman of 
Wells Fargo Bank. The third member is 
from the Columbia side of the corpo¬ 
rate marriage: T. Michael Long, a part¬ 
ner at investment banker Brown Broth¬ 
ers Harriman & Co. A Columbia 
spokeswoman declined all comment on 
board matters. 

PROBABLE CAUSE. All three members 
of the special committee declined 
business week’s requests for inter¬ 
views, as did Frist. However, it seems 
highly unlikely, given the mounting 


ready have found evidence of fraud in 
Columbia’s Medicare billings and indict¬ 
ments will be handed down in Florida 
within a few months. 

The primary allegations against Co¬ 
lumbia appear to center on overbilling. 
The Times stated that investigators have 
obtained internal Columbia cost reports 
and worksheets that contain significant¬ 
ly lower expenses than in reimburse¬ 
ment claims submitted to government 
agencies. Samuel A. Greco, a senior Co¬ 
lumbia financial official, has said that the 
company has done its best to submit ac- 


ONE-MAN SHOW? The hard- 
driving Scott (right) left 
Frist (left) and McWhorter 
in the backseat 


will sit quietly in the corner if they 
think changes are needed,” says a for¬ 
mer hca executive. 

business week has learned that soon 
after the March raid in El Paso, the 
board voted to appoint a special three- 
person committee to conduct an internal 
investigation into the company’s basic 
business practices. The panel retained 
its own outside legal counsel and is ex¬ 
pected to report its findings at the next 
regularly scheduled board meeting on 
Aug. 14. The committee includes two 
longtime directors of hca: Dr. Frank 


Columbia is four times the 
size of its nearest rival. 
But by demanding endless 
growth, Scott has possibly 
jeopardized his company 


gravity of the government’s probe, that 
the panel will present management with 
a clean bill of health. 

On July 16 and 17, a small army of 
fbi and other federal agents served at 
least 35 search warrants on Columbia 
facilities in seven states: Florida, Geor¬ 
gia, North Carolina, Oklahoma, Ten¬ 
nessee, Texas, and Utah. To obtain such 
warrants, prosecutors first must per¬ 
suade a federal judge that they have 
probable cause to believe that a crime 
has occurred. According to reports in 
The New York Times , investigators al¬ 


curate cost reports. Colum¬ 
bia declined to comment fur¬ 
ther on the investigations to 
BUSINESS WEEK. 

But the federal inquiry 
into Columbia is not limited 
to its cost accounting. Inves¬ 
tigators are also trying to 
determine whether unneces¬ 
sary blood tests have been 
routinely conducted at cer¬ 
tain hospitals. At the same 
time, both civil and criminal 
authorities are looking into 
the many investment part¬ 
nerships Columbia has 
formed with physicians affili¬ 
ated with its hospitals. Mean¬ 
while, at least two states— 
Alabama and Texas—are 
conducting their own in¬ 
quiries into Columbia’s Med¬ 
icaid billing practices. 

However events play out 
over the next few weeks and 
months, Richard Rainwater 
is certain to be in the thick 
of any attempt to revamp 
Columbia, if only because he 
is as close to Tommy Frist as 
to Rick Scott. Rainwater got 
to know Frist in the early 
1980s, before he met Scott, and for a 
time owned stock both in hca and Co¬ 
lumbia and served simultaneously on the 
boards of both companies. “Rainwater 
kept telling me about Rick Scott and 
how great he was, and I kept blowing it 
off,” Frist told the authors of the book 
The For-Profit Healthcare Revolution . 

However, by 1993 Frist had decided 
that he’d be better off joining forces 
with Scott and asked Rainwater to in¬ 
troduce him. Columbia paid $7.6 billion 
for hca in early 1994 and capped a 
memorable year by shelling out $3.5 bil- 
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lion to acquire a second Nashville-based 
hospital company, HealthTrust Inc. The 
HealthTrust acquisition reunited Frist 
with R. Clayton McWhorter, a former 
president of hca. Frist surrendered his 
chairman's title to McWhorter and set¬ 
tled into the vice-chairman's role. 

Frist could not have found a more 
dissimilar successor than Scott, who 
grew up poor in Missouri, the son of a 
truck driver. After a stint in the Navy, 
Scott earned a degree in business ad¬ 
ministration at the University of Mis¬ 
souri and a law degree at Southern 
Methodist University. Scott joined a big 
Dallas law firm, where he specialized in 
merger-and-acquisition assignments for 
health-care companies and made partner 
in 1984. Three years later, he joined 
with two former executives of a Dallas 
hospital company to make an unsolicited 
and unsuccessful offer for hca. 
CRITICAL MASS. Not long afterward, 
Rainwater came calling with an offer 
the lawyer found irresistible: Join me in 
starting a hospital company from 
scratch. Scott put up $125,000, Rainwa¬ 
ter matched him, and Columbia Hospital 
Corp. was born. The underlying strate¬ 
gy was simple but powerful: to establish 
the company as the lowest-cost, highest- 
volume health-care provider in as many 
cities as possible. In other words, Scott 
and Rainwater wanted to make Colum¬ 
bia the leading agent of the managed- 
care revolution that was just beginning 
to gather momentum in key markets. 

Convinced that speed was of the 
essence, Scott and Rainwater launched 
the most prolific acquisition binge that 
health care had ever seen. Columbia 
reached critical mass in 1993 as Scott 
pulled off his first megadeal: the $3.2 bil¬ 
lion acquisition of Galen Health Care, 
formerly the hospital arm of Humana 
Inc. At 18.9%, Columbia's operating mar¬ 
gin for 1993 hugely exceeded the indus¬ 
try average of 13.6% (chart). The com¬ 
pany has maintained its superior 
profitability ever 


since as the acqui¬ 
sitions of HCA, 
HealthTrust, and a 
half-dozen other 
major companies 
piled on the vol¬ 
ume. In 1996, Co¬ 
lumbia reported 
net income of $1.5 
billion on revenues 
of $20 billion. 

Even many of 
Columbia's harsh¬ 
est critics concede 
that Scott is a bril¬ 
liant entrepreneur. 


COLUMBIA BEATS RIVALS 
BY A WIDE MARGIN 



DATA: STANDARD & POOR’S COMPUSTAT, 

A DIVISION OF THE McGRAW-HILL COMPANIES 


“I think he comes in second only to Bill 
Gates as the businessman of the decade 
in that he created the business model 
par excellence for restructuring health 
care,'' says Peter Young, a Florida 
health-care consultant who has been in¬ 
veighing against Columbia for years. 
“My problem is with the propriety of its 
implementation." 

As Columbia grew, Scott invested 
heavily to create informa¬ 
tion systems that would en¬ 
able him to closely monitor 
the performance of each of 
the company's hospitals and 
clinics. He imposed precise 
and highly ambitious rev¬ 
enue and profit goals on his 
nationwide corps of regional 
and local managers and yet 
allowed them considerable 
operating latitude—an ap¬ 
proach that, in retrospect, 
seems obviously fraught 
with danger. “One of the ba¬ 
sic problems is that when 
your compensation is tied to 
the profitability of your hos¬ 
pital or your region, it can 
cloud your judgment," says 
a former Columbia executive. 

Then, too, in its ham-handed at¬ 
tempts to acquire not-for-profit hospi¬ 
tals—or “nontaxpaying" hospitals, as 
Scott pointedly prefers to call them— 
Columbia/HCA offended countless public 
officials all across the land. In Ohio, 
for example, Attorney General Betty 
Montgomery was so outraged by what 
she characterizes as the “peremptory, 
bullying" tactics that Columbia em¬ 
ployed in its failed attempts to acquire 
Blue Cross/Blue Shield of Ohio and 
Massillon Community Hospital that she 
recently took the company's Ohio chief 
aside and delivered a blunt threat. Says 
Montgomery: “I told him that if you 
want to do business in Ohio, just play 
it straight from now on. Otherwise, I 
will fight you in 
court any time, 
anywhere." 

In the June inter¬ 
view with BUSINESS 
week, Scott insisted 
that Columbia had 
played by the rules 
in Ohio and every¬ 
where else. He 
attributed the com¬ 
pany's political prob¬ 
lems to effective 
lobbying by not-for- 
profit institutions 
that fear having to 
compete with Colum¬ 





JULY RAID: The FBI has 

served Columbia with 
35 search warrants 


bia. “There are many places where an 
entrenched hospital doesn't want you 
to come in," Scott said. “These people 
are smart, and they're spending signifi¬ 
cant amounts of money to fight us." 

This is undoubtedly the case. But 
Scott and his lieutenants have fanned 
the flames by repeatedly attacking the 
very concept of not-for-profit hospitals, 
even though they still account for more 
than 80% of the industry. In 
late 1994, according to the 
Washington Post , Scott told 
the board of a recently ac¬ 
quired hospital that “non¬ 
taxpaying hospitals shouldn’t 
be in business. They’re not 
good corporate citizens." On 
the same visit, David T. 
Vande water, Columbia's 

president, was equally tact¬ 
less. “The enemy is St. 
Mary's," he told the board, 
referring to a competing not- 
for-profit. “They've got your 
patients." 

During Columbia’s early 
years, Rainwater proved an 
effective foil to the head- 
strong and often impolitic 
Scott. But as Rainwater shifted his focus 
to other investments as the company 
grew, “there was no one [willing] to chal¬ 
lenge him, including Tommy Frist," says 
one insider. Reportedly unwilling to set¬ 
tle for figurehead status, McWhorter re¬ 
signed as chairman in early 1996, but 
remains a director. Scott promptly 
claimed the chairman's title for himself. 
While Frist still keeps an office next to 
Scott's, it is often unoccupied. 

Frist's allies say that they have no 
doubt that he will stand and fight if 
need be. “Tommy has what he built on 
the line," says one. He also has a pile of 
Columbia stock worth a cool $175 million 
less today than before the Federal Bu¬ 
reau of Investigation started raiding 
Columbia offices earlier this year. How¬ 
ever, his allies add, Frist does not aspire 
to succeed Scott as CEO, except perhaps 
on an interim basis. 

The history of companies that have 
come under heavy federal investigation 
suggests that Scott's days as CEO are 
numbered. And even Scott's greatest 
champion might not be willing to wait 
much longer. Says a source close to 
Rainwater: “As long as Rick’s there, 
he's a lightning rod. Rick has done well, 
but maybe he's not the right guy to 
take Columbia to the next level." Or, 
to put first things first, to come to terms 
with the U. S. government. 

By Anthony Bianco in New York, with 
Stephanie Anderson Forest in Dallas 
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BORN 1947, Milwaukee 

EDUCATION BA, international 
relations, University of Wiscon¬ 
sin in Milwaukee, 1969; MBA, 
Marquette University, 1971 

CAREER 1969-70 Central 
Intelligence Agency: trainee 
1971-72 Schlitz Brewing: 
manager of new-product 
development 

1973-91 SC Johnson: last title, 
vice-president in charge of 
insect control 

1991-present Head of Bath & 
Body Works; became chief exec¬ 
utive in 1993 

1996-present CEO of Victoria’s 
Secret Bath & Fragrance 

MADE HER MARK The onetime 
bug-spray chieftain has used 
her marketing prowess to build 
BBW into the leading bath-shop 
chain 

FAMILY Married to John, an 
attorney, for 25 years; daughter, 
Ashley, 15 

HOBBIES Skiing and tennis 


■ 


People 


RETAILERS 


‘THE MCDONALD'S 
OF TOILETRIES’ 

Beth Pritchard has big plans for Bath & Body Works 


W hen Christmas comes, look for 
Beth M. Pritchard wearing 
reindeer antlers while she sells 
shampoo at a Bath & Body 
Works outlet. Pritchard isn’t a sales 
clerk: She’s the chief executive of the 
nation’s leading bath-shop chain, one of 
the bright spots in The Limited Inc.’s 
sometimes troubled empire. Every 
month, she scopes out what’s happening 
in the shops by spending two days in a 
bbw boutique, where she helps set up 
displays, stock shelves, and arrange gift 
baskets. “I’m not really good on the 
cash register,” she jokes. 

For the high-energy Pritchard, 50, 
gauging how her products play is a con¬ 


suming quest. She personally tests many 
of bbw’s shampoos, body lotions, and per¬ 
fumes in her home. To her husband’s dis¬ 
may, their marble shower is loaded with 
plastic bottles. Pritchard’s 15-year-old 
daughter, Ashley, and her friends are 
also willing guinea pigs. And when cus¬ 
tomers in 1994 griped that a face mask 
stung, Pritchard had her executive com¬ 
mittee use it themselves. When they, 
too, came away irritated, it was pulled. 

Pritchard’s personal touch—combined 
with relentless drive—has helped pro¬ 
duce an effervescent growth spurt for a 
company that, until a few years ago, 
was barely a blip in the $26 billion per¬ 
sonal-care-products market. When 


Pritchard took over Bath & Body 
Works in 1991, it had just 95 stores 
with sales of $20 million. By 1996, she 
had expanded the chain to 750 stores as 
sales hit $753 million. Her goal is to 
make bbw “the McDonald’s of toiletries.” 
She plans to have 950 shops nationwide 
by yearend, with a long-term goal of 
1,700. In five years, she’s aiming for 
sales exceeding $3 billion. Plus, she is 
expanding bbw overseas and has started 
a household-accessories offshoot called 
Bath & Body Works at Home. 

That’s quite an achievement in a 
crowded market, bbw has elbowed past 
such bath-shop competitors as the Body 
Shop, now a distant second in the num¬ 
ber of U. S. stores. It’s also been a boon 
for bbw’s parent which, like many other 
apparel chains, has been in a funk. Al¬ 
though bbw —which is part of Intimate 
Brands Inc., itself 83%-owned by The 
Limited—brings in just 9% of The Lim¬ 
ited’s sales, it provides an outsize share of 
profits. J. P. Morgan & Co. analyst Maura 
Hunter Byrne estimates that bbw had a 
$192 million operating profit for 1996, up 
55%. That’s almost 30% of The Limit¬ 
ed’s operating earnings of $636 million. 
Margins hit 25.5% in 1996, well above 
the industry average. 

Pritchard has designed bbw shops to 
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Business Week Online’s 
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on America Online is a 
place where small-business 
owners and entrepreneurs 
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have a welcome, down-home feel. They 
are colorful places that evoke rural 
America, showing large photos of piled 
fruit and displaying bath products in old 
barrels. She's also made innovation a pri¬ 
ority: Roughly 30% of bbw's products 
are new each season, far more than ri¬ 
vals chum out. “Because you don't des¬ 
perately need our products, we must en¬ 
tertain you," says Pritchard. “It's a 
Disney mentality." 

Unlike the other Limited division 
heads, Pritchard had no retailing back¬ 
ground. bbw's edge is that Pritchard, 
who spent years as a marketer at John¬ 
son Wax, runs the chain like a consumer- 
products company, with 
heavy emphasis on pack¬ 
aging and test-marketing. 

“We’re a brand that hap¬ 
pens to have stores that 
distribute our product," 
she says. 

ITS A RAID. Before sign¬ 
ing on to push perfume 
and bath oil, she sold 
something less glamorous: 

Raid bug spray. For the 
last six of her 18 years 
at S. C. Johnson & Son 
Inc., she was vice-presi¬ 
dent for insect control, 
where her canny market¬ 
ing and product-develop¬ 
ment skills expanded 
Raid's market share. 

That's what brought 
her to the attention of 
Limited Chairman Leslie 
H. Wexner. The merchan¬ 
dising veteran, who launched The Lim¬ 
ited in 1963 and nurtured it into a 
women's casual-apparel giant, invented 
the Bath & Body Works concept. But he 
needed Pritchard's marketing prowess 
to make it grow. In return, he schooled 
her in the art of retailing. Says Wexner, 
who heads both The Limited and ibi: 
“She is an excellent student to coach." 

To this day, Wexner is closely in¬ 
volved in bbw strategy. While Pritchard 
has a lot of autonomy, she regularly 
bounces ideas off her retail-savvy boss, 
who also has put her in charge of the 
bath and fragrance arm of the Victo¬ 
ria's Secret chain, another ibi unit. 
“Beth could run her own show without 
any help," says Donald B. Shackelford, 
an ibi director. “But it wouldn't be as 
good a show if Les wasn't there for the 
strategy and direction." 

Managing bbw's rapid growth re¬ 
quires an exec with Pritchard's kinetic 
style. Her family calls her “the electric 
lady." On shopping expeditions to search 
for new ideas, she amazes subordinates 


by buying thousands of dollars' worth of 
merchandise in a quick sweep. “She can 
do more in an hour because of her in¬ 
credible focus than I want to do in a 
day," says Ethan Revsin, an executive 
vice-president. Despite her killing trav¬ 
el schedule and punishingly long work 
days, Pritchard has mixed home and 
work in novel ways. Wanting to see 
more of Ashley, Pritchard has taken her 
daughter on business trips since she 
was an infant, helped by “a worldwide 
network of babysitters." 

Much of Pritchard's drive comes from 
what she calls “an incredibly wonderful 
role model": her mother, Dorothy 
Schuele. Pritchard's father 
died when she was very 
young, so her mother 
worked two nursing jobs 
to support Beth and her 
brother. After getting a 
degree in international af¬ 
fairs in 1969, Pritchard 
enlisted in the cia, not a 
popular career choice dur¬ 
ing the Vietnam War, but 
she wanted to work over¬ 
seas. She reconsidered af¬ 
ter a year, so she got an 
MBA and embarked on a 
business career. 

BOLD MOVE. For Prit¬ 
chard, keeping the chain 
successful during its ag¬ 
gressive expansion will be 
tricky. “My only concern 
is: Can she handle this 
amount of growth?" asks 
Gregory Jackson at Yack- 
tman Asset management, which owns 
2.1 million ibi shares. “So far, she has 
shown she can." Since bbw is in most of 
the top retail malls, Pritchard plans to 
continue adding stores in locations such 
as university campuses and strip shop¬ 
ping centers. It's a bold move, since spe¬ 
cialty retailers aren't often found there. 
The soaring margins could begin to dim 
as well. And though overseas markets 
are promising, U. S. retailers traditional¬ 
ly haven't done well there. She is testing 
the bbw concept with five stores in 
Britain, and will roll out more next year. 

In the end, the course of bbw's ag¬ 
gressive expansion hinges on how well 
the public goes for the vast number of 
fruit-based gels and lotions she zealous¬ 
ly tests at home—many with names like 
Country Apple and Peach Nectar. 
“Hopefully, our products smell so good 
you'll want to eat them," she says. From 
the look of her sample-cluttered shower, 
Pritchard's bbw will continue to provide 
The Limited with ample sustenance. 

By Lori Btmgiorno in Columbus , Ohio 


“Can she 
handle this 
amount of 
growth? 

So far she has 
shown she 
can,” says a 
money 
manager 

















Developments to Watch 


EDITED BY OTIS PORT 


A NEW PALETTE 
FOR THE 

DIGITAUSTE 

ARTISTS WHO LIKE TO PUT 
their whole arm into their 
creations will welcome a con¬ 
cept called Digital Artist’s 
System, from Stuart Karten 
Design in Marina del Rey, 
Calif. Instead of sitting in 
front of a computer and mov¬ 
ing a mouse, the artist stands 
in front of a familiar-looking 
but novel easel, chooses an 
electronic pencil, pen, or 
brush, and “paints” on a 
touch-sensitive screen laid 
over a large plasma or liquid- 
crystal display. Colors are 
mixed on an electronic 
palette—a separate hand¬ 
held lcd that communicates 
with the easel over a wire¬ 
less link. 

Don’t look for this easel in 
stores anytime soon. Just to 
create a 35-inch display and 



IN THE STUDIO: “Painting” 


touch-screen for the canvas 
would cost upwards of 
$10,000. On the other hand, 
says designer Dennis 
Schroeder, prices for flat 
screens are coming down 
quickly, and the rest of the 
electronics “really aren’t such 
a big stretch.” Stuart Karten 
Design is looking for a manu¬ 
facturing partner to help build 
a prototype. Neil Gross 


LET S GO TO THE VIDEOTAPE-VIA LASER 

SPORTS FANS KNOW HOW THE GLARE OF ARENA LIGHTS— 
or sunshine—can reduce the replays on giant video 
screens to a pale flicker. But a new system from the 
Corporation for Laser Optics Research (color), a 28- 
person company in Portsmouth, N. H., promises to end 
the squinting. It uses red, green, and blue lasers to 
produce vivid, contrast-rich images on 9-by-12-foot 
screens. 

The laser projection system caps a nine-year effort 
involving scientists at Princeton University and Massa¬ 
chusetts Institute of Technology. One big hurdle was de¬ 
veloping a blue-laser crystal with enough power—five 
watts or more—to match the output of existing red and 
green lasers, color also had to develop new projection 
technology. Its system harnesses a rapidly spinning mir¬ 
ror to steer the three laser beams, which scan images 
onto the screen line by line. 

A 17,000-seat arena in Cincinnati is now installing 
four of the color systems to flash replays during pro¬ 
fessional hockey and indoor soccer games. “It gives a 
good, strong, clear picture whether you’re below it or to 
the side,” says Douglas Kirchhofer, president of Cincin¬ 
nati Entertainment Associates Ltd. color plans to sell 
its system for $1.2 million—about half the price of other 
big arena screens. And as laser components come down 
in price, color hopes to scale the technology down to fit 
inside ordinary television sets. Paul Judge 


WEB GRAPHICS AT MACH SPEED 


what’s often called 

processed, Rush spits out a 
slim stream of codes con¬ 
taining all the details for 
reconstructing the original. 

the World Wide Wait 
may soon turn into the 
World Wide Whiz, if 

something called Rush 
makes good on its 
promise. It’s a way to 
chop the size of digital 

Then, special plug-in mod¬ 
ules for Netscape Naviga¬ 
tor and Internet Explorer 
instantly reverse the 

images and graphics by 
85% to 95%, so the 
shrunken data almost fly 

process. These modules are 
already available for free 
at http://www.rmx.com. 

over the Internet. 

Despite the extreme re¬ 
duction, there’s no loss of 
image quality, boasts 

Rush is the brainchild 
of software guru Tapio 
Vocadlo, who is currently 
head of research at rmx. 

Robert J. Moran, president 
of rmx Technologies 

In 1995, he showed it to 
Moran, who ponied up the 

Inc. in Ottawa, : 

Ont. Rush, he 

-—__ seed money for a 

swat team of 


explains, isn’t 
one of those 
super-duper 
compression 
tricks, which 
inevitably 
strip away 
a certain 
amount of 
detail. Instead, it’s 
a special software lan¬ 
guage—one expressly de¬ 
signed to gobble fat graph¬ 
ics files and recompile 
them. Once an image is 



programmers 
to polish the 
technology. He 
then coaxed 
most of the $3 
million invest¬ 
ed so far from 
Bell Canada’s 
venture arm and 
Telesoft Ventures 
Inc., a Montreal venture- 
capital company. Moran is 
hoping that content pro¬ 
ducers and Webmasters 
will rush to Rush. □ 


INNOVATIONS 


n The Mega watch from 
Junghens USA leaves the 
wearer no excuse for being 
more than a few nanoseconds 
late. Each night, the watch 
resets itself, using an anten¬ 
na in its leather wristband 
to pick up the radio signal 
from the atomic clock at the 
National Institute of Stan¬ 
dards & Technology in Boul¬ 
der, Colo. The watch waits 
for dark because radio inter¬ 
ference is then at a mini¬ 
mum. But big East Coast 
cities are so noisy, even at 
night, that the watch may 
need to be placed in a west¬ 
ward window. Gnce set, the 
$900 Mega adjusts automati¬ 


cally for daylight savings 
time as well as leap years 
and even leap seconds. 

■ Five petroleum giants, in¬ 
cluding Amoco Production 
Co. and British Petroleum 
Co., have teamed up to work 
on a better way of convert¬ 
ing natural gas to synthesis 
gas, or syngas, a building 
block for liquid fuels and 
chemicals. They hope to de¬ 
velop a ceramic membrane 
that will filter pure oxygen 
from the air and thus elimi¬ 
nate the need for expensive 
oxygen-production plants. 
Cheaper syngas would be 
an environmental plus be¬ 
cause fuels derived from it 
bum cleaner than petroleum- 
based fuels. 


FOR FURTHER INFORMATION: Go to Business Week Online at America Online or E-mail dtwaug@businessweek.com 
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That and similar episodes raised two 
key questions. What was the chief cul¬ 
prit in the witch's brew of air pollu¬ 
tion? And was it still a threat at the 
lower levels typically experienced? In 
1974, when the Arab oil embargo threat¬ 
ened to increase coal use, researchers at 
Harvard University began a study to 
find out. They picked six cities, ranging 
from Steubenville, Ohio, in an industrial 
region, to the cleaner city of Portage, 
Wis., and followed thousands of people 
for more than a decade. The leading 
hypothesis—that acidic pollution would 
cause discernible health effects—was 
proven resoundingly wrong. But the 
study also looked at particles smaller 
than 2.5 microns in diameter, dubbed 
PM2.5, which come from power plants, 
autos, wood fires, and other combustion 
sources. The researchers found the 
death rate to be 26% higher in particu¬ 
late-packed Steubenville than in 
Portage. “We could hardly believe the 
effects were as large as they appeared 
to be," says Brigham Young University 
epidemiologist C. Arden Pope III. 

It was so unexpected that “we said 
we have to verify this," says Harvard 
epidemiologist Douglas W. Dockery. 


DIRT TRAIL 

Epidemiologist 
Dockery found a 
link between 
high particle 
rates and illness 


So the researchers 
arranged to tap into 
data the American 
Cancer Society was 
collecting on 800,000 
people in 151 cities 
as part of a cancer 
study. When the 


I t's a monumental regulatory brouha¬ 
ha. On July 16, the Environmental 
Protection Agency announced new 
air pollution standards that not only 
tightened existing ozone standards but 
also set limits on a new and previously 
unregulated pollutant—microscopic par¬ 
ticles floating in the air that come from 
combustion of fuels. According to epa 
Administrator Carol M. Browner, a 
wealth of scientific studies show that 
the new rules on the tiny particles will 
prevent 15,000 premature deaths a year 
once they go into effect in about 2007. 

Or will they? Predictably, affected in¬ 
dustry groups, along with scores of con¬ 
gressional backers, argue that the re¬ 
search behind the regs is 
profoundly flawed. But they 
aren't the only skeptics. Epi¬ 
demiologist Joseph L. Lyon of 
the University of Utah likens 
some of the evidence to 
“witchcraft." And a recent ed¬ 
itorial in the journal Science 
asks how the epa can protect 
people from fine particles “if it 
does not know what they are 
or which, if any, have deleter¬ 
ious physiological effects?" 

“GUINEA PIGS.” Supporters of 
the rules concede they don't 
understand all the details. But 
they insist there is more than 
enough evidence to take ac¬ 
tion. “If we wait until science 
gives us all the answers, we 
are essentially using people as 


guinea pigs," says University of North 
Carolina epidemiologist Carl M. Shy. 

The fine-particles debate illustrates 
the core conundrum of regulation—how 
to make sound public policy amid un¬ 
certainty. Still, most scientists agree 
that regulating the tiny particles is the 
right decision. Go back to episodes such 
as one in London in 1952, experts say. 
That year, an unusual December weath¬ 
er pattern swathed the city in a shroud 
of coal smoke and other pollution. In 
one week, 2,484 people died, up from 
945 the prior week. Deaths from bron¬ 
chitis and emphysema rose almost ten¬ 
fold, and hospital admissions for all dis¬ 
eases doubled. The lesson: Bad air kills. 
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Harvard team added in their 
air pollution data, they found 
a similar link between partic¬ 
ulates and death and disease. 

By 1993, they were confi¬ 
dent enough to publish their 
findings. 

Those results were backed 
up by a host of epidemiologi¬ 
cal studies that used a differ¬ 
ent approach. Researchers 
gathered day-to-day records 
on deaths and hospital admis¬ 
sions and compared them to 
air pollution levels. In city af¬ 
ter city, they found an associ¬ 
ation between particulates and 
health problems. In Toronto, 
for instance, “we have evi¬ 
dence for adverse effects of 
air pollution at levels well be¬ 
low the proposed epa standards,” says 
Richard Burnett, senior research scien¬ 
tist for Canada's health agency. Add it 
all up, and there's a “huge body of evi¬ 
dence that particles are related to mor¬ 
tality,” says Burnett. That’s why public- 
health officials in Canada, Britain, and 
the World Health Organization have rec¬ 
ommended far tighter limits on particu¬ 
lates than the new epa rules. 

But in the U. S., where industry lead¬ 
ers claim the standards would cost hun¬ 
dreds of billions of dollars, the particu¬ 
late crackdown is far more controversial. 
Every time a key study is published, 
the critics are out in force within weeks, 
attempting to poke holes in the analy¬ 
ses. Most experts agree that at least 
some of the attacks are fallacious. For 
instance, among the many criticisms in a 
new book, Polluted Science , from the 
conservative American Enterprise In¬ 
stitute, is the claim that epidemiology 
isn't capable of spotting links as weak as 
those alleged between particulates and 
health risks. It is true that for cancer, 
epidemiologists have a hard time spot¬ 


ting links between environmental expo¬ 
sure and certain relatively rare med¬ 
ical conditions unless the incidence of 
disease is more than 100% higher. But 
for more common illnesses, such as 
heart disease, the task is easier. The 
risk of disease and death from air par¬ 
ticulates is similar to the increased risk 
of heart disease with elevated blood 
pressure or cholesterol, says Dockery, 
“and we don't question those.” 

Even prominent skeptics agree that 
the associations are statistically signifi¬ 
cant. But the critics still question whether 
the tiny particles are responsible for the 
statistical jump. Maybe something else 
that isn't being accounted for in the stud¬ 
ies is the real cause. “People who are 
anxious to show that the sky is falling 
would be delighted to blame air pollu¬ 
tion,” says Fred Lipfert, an epidemiologist 
who recently retired from Brookhaven 
National Laboratory. “The rest of us 
would prefer to hang it on other factors, 
like exercise.” 

Lipfert suggests that people in Ohio 
may tend to be more sedentary than 


A DUSTUP OVER PARTICULATES 


Are fine particles in the air killing thousands of people a year? Here are 
the pros and cons of the science behind the claim. 


CRITICISM 

RESPONSE 

RESEARCH: The association epi¬ 
demiologists find between pollution 
and death and disease doesn't show 
up in all studies, so it may not be real 

Too many studies show an 
association to simply ignore the 
problem 

RISK: Particles are found to increase 
risk by only 20%, but since studies are 
imprecise, scientists usually only worry 
once risks increase by 100% or more 

True for rarer diseases like cancer, 
but a lower threshold is accept¬ 
able for more common diseases 

OTHER FACTORS: The increased 
death and disease may be caused by 
other pollutants or by factors such as 

nr oypkpicd Hiffomnnnc 

The science is admittedly uncer¬ 
tain—but some studies have been 
able to finger particulates as the 
prime suspect 
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AIR WAR 

Mammalian 
lungs don’t have 
defenses against 
small particles, 
says Schwartz 


those in Wisconsin, 
which could explain 
the higher death 
rate in Steubenville. 
But the Harvard sci¬ 
entists retort that 
Lipfert has no proof 
that the people fol¬ 
lowed in the Six Cities study show this 
pattern—and the researchers did take 
into account data on body mass index, a 
rough measure of exercise. 

Similarly, skeptics suggest that fac¬ 
tors such as humidity or age account 
for the results. So Pope, Dockery, and 
others have reexamined their analyses 
for other causes. Their conclusion: While 
it's possible to find another explanation 
for the health effects observed in any 
one city or study, the alternatives can't 
explain the overall results. 

CHIEF CULPRIT. The question gets thorn¬ 
ier, however, when it comes to figuring 
out why tiny particles are the chief cul¬ 
prit. “It is a very difficult problem un¬ 
derstanding how [relatively low levels] 
can cause the type of morbidity and 
mortality that the epidemiology seems 
to find,” says lung specialist Mark J. 
Utell of the University of Rochester 
medical school. One theory espoused by 
Harvard epidemiologist Joel Schwartz 
is that mammalian lungs have evolved 
defenses against large air particles. But 
they haven't had time to fashion a de¬ 
fense against smaller particles from 
burning fuels, which can lodge deep in 
the lungs and may affect both the im¬ 
mune and central nervous systems. In¬ 
deed, there's tantalizing evidence from 
Harvard's John Godleski, a toxicologist, 
that already sick animals may die if 
they breathe fine particles. But most 
toxicologists say it will take several 
years to prove if this is true or not. 

So it's back to the central public pol¬ 
icy dilemma: What to do in the face of 
scientific uncertainty? For particulates, 
there's a general consensus among sci¬ 
entists that some regulation is neces¬ 
sary, even if the case hasn't been 
proved. For one, cutting fine particles 
will also result in reductions in most of 
the other pollutant suspects in many 
parts of the U.S., Burnett says. And 
one reason the epa's scientific advisory 
committee backed a PM2.5 standard was 
to put in place a network of monitors to 
help resolve many of the uncertainties. 

Thus, in five years, when states are 
scheduled to begin developing plans to 
meet the epa's new particulate rules, 
scientists expect to have a much clearer 
understanding of the threat particulates 
pose. While a strong case could be made 
that we should wait until then to set 
levels, at that point, this fight may seem 
like so much wasted breath. 

By John Carey in Boston 
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^here is a band of people who 
live in your neighborhood. 

They roam the streets. 

And come into your businesses. 

Some people claim they are prophets. 

Others say they are maniacs 

who have so many formulas 

running through their heads 

and scribble so many configurations 

on the backs of envelopes and lunch receipts. 

They advise. 

Counsel. 

They also deliver. 

And then they come back. 

They come back because 
technology doesn’t stop. 

So they can’t. 

They work in partnership with Compaq. 

They are your local Compaq Authorized Resellers, 
and that’s their job. 

To find your Compaq Authorized Reseller, 
call 1-800-410-8458. 

COMPAQ 


© 1997 Compaq Computer Corporation. All rights reserved. Compaq registered U.S. Patent and Trademark Office. 
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Personal Business 
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WHEN CORPORATE BONDS 
HIT THE ROOF 


W ith the bond market 
rallying and with 
interest rates sink¬ 
ing to levels not seen since 
last year, you may wonder if 
there’s a way to capture 
some extra yield. The tradi¬ 
tional method 
is to invest in 
corporate 
debt and pick up a few extra 
points over Treasuries. Trou¬ 
ble is, corporate bonds have 
been in especially high de¬ 
mand and are trading at his¬ 
torically pricey levels—barely 
half a percentage point above 
Treasury securities. 

Should you steer clear of 
corporates entirely? No. 
Daniel Fuss, manager of 
Loomis Sayles and Managers 
bond funds and the nation’s 
dean of corporate bond pick¬ 
ers, recalls even higher prices 
back in the 1960s. He thinks 
the current high valuation of 
corporate bonds relative to 
Treasuries, given the benign 
economic and political outlook, 
could persist “for a heckuva 
lot longer.” 

So what do you do? Here’s 


INVESTING 


ings and now is taking bigger 
risks with bonds of lower 
quality. Stooping to conquer 
doesn’t work once prices have 
already been bid up because 
you’re buying less valuable 
goods at higher prices. 

Getting a 
corporate 
bond fund’s 
current credit profile from 
fund companies takes no 
more than a toll-free call. But 
they don’t make historical 
records readily available. 
business week asked Morn- 
ingstar to sift through its 
database and help pinpoint a 
few solid investment choices 
among some 445 possibilities. 
Beyond focusing on consis¬ 
tency in credit quality, we 
also asked Morningstar to 
eliminate funds that charge 
loads, demand initial invest¬ 
ments higher than $10,000, or 
are closed to new accounts. 
In the end, we narrowed the 
group to four choices, one in 
each of the following cate¬ 
gories: long-term (maturities 
of 10 years or more); inter¬ 
mediate (4 to 10 years); 


Funds With Consistent Quality 


AVERAGE AVERAGE AVERAGE ANNUAL 800 PHONE 


FUND 

MATURITY 

CREDIT 

TOTAL RETURN* 

NUMBER 

VANGUARD LONG-TERM 
CORPORATE BOND 

10+ years 

A 

8.73% 

662-7447 

HARBOR BOND 

4-10 years 

AA 

8.03 

422-1050 

FIDELITY INTERMEDIATE 
BOND 

1-4 years 

AA 

6.46 

544-8888 

STRONG ADVANTAGE 

1 year 

BBB 

6.58 

368-1030 

*Five-year period ended 6/30/97 



DATA: MORNINGSTAR INC. 


the trick: If you reach for the 
extra yield that corporate 
bond funds promise, pick a 
fund with a habit of sticking 
stubbornly to targets for its 
portfolio’s average credit 
quality. In other words, don’t 
buy a fund if it has steadily 
held bonds averaging AA rat¬ 


short-term (1 to 4 years); and 
ultrashort (a year or less). 

When you’re thinking about 
where to place new bond-mar¬ 
ket investments, don’t forget 
that the more long-term a 
bond fund’s holdings are, the 
more sensitive the fund will 
be to interest-rate swings. 


That’s great if 
rates keep drop¬ 
ping. Just keep in 
mind that if rates 
head north again, 
long-term funds 
will suffer the most, 
and ultrashort funds 
the least. Remem¬ 
ber, too, that if your 
combined state and 
federal tax rate is 
28% or more, and 
this part of your 
bond investment 
isn’t sheltered from 
current taxes in a 
retirement account, 
you’ll likely do bet¬ 
ter buying a munic¬ 
ipal bond fund. 

LOW EXPENSES. Among the 
long-term funds, Vanguard 
Fixed-Income Long-Term 
Corporate stands out, and not 
just because it enjoys Van¬ 
guard Group’s usual edge of 
low expenses—in this case, 
just $28 annually on a $10,000 
investment, vs. an average of 
$110. The fund also shows su¬ 
perior consistency and per¬ 
formance. Run since early 
1994 by Earl McEvoy, the 
fund has steadily invested in 
bonds with an average credit 
rating of A, while wringing 
out an annual average total 
return of 8.73% over the past 
five years. McEvoy says he 
doesn’t see interest rates 
falling a lot further this year, 
and so now he’s lowering the 
fund’s average maturity a bit. 

In the intermediate-term 
category, Harbor Bond over¬ 
came keen competition from 
Strong Corporate Bond (800 
368-1030) and SteinRoe In¬ 
come (800 338-2550) funds, 
each of which has made more 
money for investors over the 
past five years. But Harbor, 
run by William Gross of Pa¬ 
cific Investment Management 



SHpPI 


(box), accepted less exposure 
to the risk of higher interest 
rates and bought higher-qual¬ 
ity bonds. In addition, the 
fund’s expenses are lower 
($70 a year on a $10,000 
investment). 

One way Gross has 
squeezed more than 8% a 
year out of an AA portfolio is 
by adding a larger-than-typi- 
cal mix of mortgage bonds 


A BOND GURU 
PEERS INTO 
THE FUTURE 

Led by Bill Gross, Pacific In¬ 
vestment Management in New¬ 
port Beach, Calif., is the nation’s 
leading bond investor, with some 
$100 billion in its portfolio. 
Gross, who manages the pimco 
Total Return series of funds, 
discussed the outlook for bonds 
with Senior Writer Robert Bark¬ 
er in mid-July, as the yield on 
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and a 
smattering of 
foreign bonds to Har¬ 
bor’s corporate issues. Mort¬ 
gage and foreign bonds pre¬ 
sent their own risks, 
including currency volatility, 
but managing this mix is 
Gross’s specialty. 

The appearance of Fidelity 
Intermediate Bond fund in 
the forefront of the short¬ 


term group comes as a sur¬ 
prise. This fund, despite its 
name, has characteristics 
more akin to Morningstar’s 
short-term group. Within the 
group, it is more sensitive to 
interest-rate fluctuations than 
is typical. This will continue 
to buoy the fund, which has 
expenses of only $71 a year 
on a $10,000 investment, if 
rates keep falling. But when 


rates turn around, 
this fund will suffer 
more than its 
peers, as it did 
back in 1994, 
when interest 
rates surged. 

That said, portfo¬ 
lio manager Chris¬ 
tine Thompson isn’t 
aiming to make mon¬ 
ey with bets on in¬ 
terest rates. Instead, 
she’s carefully keep¬ 
ing the portfolio’s in¬ 
terest-rate sensitivity 
steady. She recog¬ 
nizes that corporates 
are richly priced 
now, so she is grow¬ 
ing more defensive 
in her choices. But 
she doesn’t see that 
part of the market 
crashing. "If I 
thought it would 
happen soon, I 
wouldn’t own corpo¬ 
rates at all,” says 
Thompson. 

There are few dif¬ 
ferences between a 
money-market fund and an 
ultrashort-term corporate 
bond fund. Ultrashorts don’t 
aim to keep a stable, $l-per- 
share net asset value. If 
you’re willing to accept less 
return for a bit more pre¬ 
dictable performance, a mon¬ 
ey fund is fine for the cash 
you need to keep within 
easy reach. With its low fees 
and recent yield of 5.35%, 


Vanguard’s Prime Portfolio 
(800 662-7447) is one good 
choice. 

But if you can take a 
slight risk with your very 
short-term funds, then you 
might think about Strong Ad¬ 
vantage. It has built a steady 
record of nimbly handling its 
lower-quality, BBB bond port¬ 
folio, which has produced an 
average annual return of 
6.58% with low volatility. 
SHREWD PICKS. Managers 
Jeffrey Koch and Lyle Fit- 
terer aim to fit in a niche: 
buying bonds with maturities 
that are too long for money- 
market funds but too short 
for longer-term bond man¬ 
agers. They also target float¬ 
ing-rate bonds of banks such 
as Citicorp, and they’ll even 
buy higher-grade junk bonds 
they expect will be upgraded, 
such as some News Corp. is¬ 
sues. "We want to be able to 
go through one of the worst 
bond markets on record and 
beat money-market funds,” 
Koch says, noting that he 
came close in 1994, with a to¬ 
tal return of 3.6%. 

To do that, Koch had to 
pick his bonds shrewdly and 
accept some extra risk. You 
can avoid all credit worries 
by buying shares in funds 
that invest solely in U. S. 
Treasury bonds. But over 
time, you’ll do better by ac¬ 
cepting the minimal risks that 
good-quality corporate bond 
funds entail. Robert Barker 


long-term Treasuries was 
sinking below 6.5% for the 
first time this year. 

Q: What’s your forecast for 
interest rates? 

A: My sense is still a 6% tar¬ 
get by yearend. I think the 
market is beginning to believe 
that we’re in a 2% inflationary 
world, and maybe even less, 
and if that’s the case, then 
long bonds represent a 4.5% 
real return. 

Q: Is 6% a floor? 

A: I think it’s a floor unless 
we get a recession. Then 
rates could fall as low as 5%, 


but that would be a cyclical 
low—6% represents a median 
level around which the mar¬ 
ket will fluctuate. 

Q: Are corporate bonds 
overvalued? 

A: Very much so. All we need 
is a mild recession, with a 
credit crisis here or there, to 
put a little fear into the mar¬ 
ket to make corporates most 
unattractive. Junk bonds 
would be even worse. It was 
1990 or 1991 when we had our 
last crisis with the banks, and 
people tend to forget. Even if 
I’m wrong, and the recession 
never comes, the fact is, in 


this Goldilocks cor¬ 
porate environment 
[meaning not too 
hot, not too cold— 
but just right], 
you’re only getting 
half a percentage 
point in yield over 
and above a 
Treasury. 

Q: Do you own 
any junk bonds? 

A: We have a few, but they 
tend to be very short [dura¬ 
tion], like two- to three-year 
paper. We have some Time 
Warner, which we think of as 
pretty high-quality junk. 


Q: How else can 
you get extra yield? 
A: By buying 
longer-term Trea¬ 
suries and mort¬ 
gage-backed bonds. 

Q: What’s the 
minimum an indi¬ 
vidual needs to 
build a bond port¬ 
folio , as opposed to 
buying funds? 

A: That’s a tough one, but I’d 
say at least $100,000 to diver¬ 
sify enough in corporates and 
Treasuries. In mortgages, it 
would be higher, maybe 
$500,000. 
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Personal Business 



Maybe it was the new 
$110 running shoes or 
a midlife crisis 
brought on by having 

turned 42. But one evening, 
at the crest of a hill near my 
Connecticut 
home, I noticed 
a different spring in my step. 
From that point on, I was a 
runner—not the jogger who 
had been slogging 2.5 miles 
a day for 20-odd years. Soon, 
I entered my first 5-km race 
and joined a running club. 

Well, it's a year later, and 
with a dozen 5-km and 10- 
km races under my belt, not 
to mention a half-marathon 
race in blistering heat, I am 
officially training for Octo¬ 
ber's U. S. Marine Corps 
marathon in Washington, 
D. C. Why run 26.2 miles? 
There's no simple answer, but 
Jeff Galloway, a 1972 U. S. 
Olympian and veteran of 
about 100 marathons, offers 
one that rings true for me: 
“People are looking for some¬ 
thing that gives them a sense 
of real accomplishment.'' That 
may explain why the median 
age of male marathoners is 
pushing 40. The fastest-grow¬ 
ing group, however, appears 
to be women in their 20s. 
The marathon's appeal is 


HEALTH 


broad enough for aging baby 
boomers worried about mor¬ 
tality and expanding waist¬ 
lines, and Generation Xers 
who revel in the challenge. 

Whatever the motivation, 
how does a first-timer go 
about it? Let’s assume you're 
running three to 
five miles regu¬ 
larly and you're in good 
health. First, before you em¬ 
bark on any serious exercise 
program, you should visit 
your doctor for a complete 
physical exam. Then, it's time 
to go to work. There are two 
basic ways to train, and both 
require a minimum of four to 
six months' commitment. 
MILES TO GO. One approach 
is to run four days a week, 
building up to two 5-mile 
runs, a 10, and a 20 in one 
week. This is the regimen fa¬ 
vored by Runners World 
columnist Hal Higdon, 
a veteran of more than 
100 marathons. Anoth¬ 
er approach, favored 
by Galloway, features 
twice-weekly mainte¬ 
nance runs of 30 min- 


NO MERE JOGGER: Smart 
trains for the big run 

me because the limited 
weekly mileage means 
less pounding on my 
large frame. On the off 
days, I can cross-train by 
biking or swimming. 

If you need the struc¬ 
ture of an organized pro¬ 
gram, those offered by 
Galloway (800 200-2771) 
and Higdon (219 879-0133 
or www.halhigdon.com) 
may be the ticket. Hig¬ 
don is currently running 
an 18-week program in 
Chicago geared to the 
Oct. 19 LaSalle Banks 
Chicago Marathon. His 
600 followers have paid 
$90 each. Galloway orga¬ 
nizes sessions in 40 cities, 
usually tied to a local 
marathon. His six-month 
program costs $129. It begins 
either in April, to focus on fall 
marathons (Chicago, the Ma¬ 
rine Corps, Philadelphia, and 
New York), or in September, 
for such winter and spring 
events as Disney World in 
Kissimmee, Fla., in January, 
Los Angeles in March, or 
Boston in April. 

An alternative to these 
programs is to join a local 
running club. To find one, call 
the Road Runners Club 
of America (703 836-0558) 
or visit its Web site 
(www.rrca.org). I run Sunday 
mornings with the Pequot 
Runners in Southport, Conn. 
The camaraderie of a group 
helps maintain training disci¬ 
pline: Don't ever underesti¬ 
mate peer pressure. 

Whichever training pro¬ 
gram you choose, you should 
appreciate the nature of the 


challenge. Approach it cau¬ 
tiously. First-timers are like¬ 
ly to be on their feet for at 
least four hours during a 
marathon. The only way to 
build endurance is to in¬ 
crease your long-distance 
runs steadily. Novices are 
running to finish, not win, so 
save the speed for shorter 
races you can use as diver¬ 
sions from the marathon 
grind. The secret is to run 
long and slow. That way you 
will minimize the risk of 
injury. 

CARBO-LOADING. Another 
way to protect yourself is to 
choose good running shoes. 
Heavier runners require ex¬ 
tra cushioning, while those 
with flat feet or who turn 
their feet inward or outward 
need shoes that compensate. 
Also, maintain a healthy diet 
that’s high in carbohydrates 
and low in fats. Alcohol and 
caffeine are diuretics, so lim¬ 
it their use, especially within 
two days of the long runs. 
And the lighter the clothing, 
the better. Synthetic mois¬ 
ture-removing fabrics dry 
faster than cotton. 

Don’t forget nourishment— 
before, during, and after any 
run. I've found high-energy 
food bars and gels to be help¬ 
ful, while Gatorade and Pow- 
erade are most welcome after 
a long run. Also, don't forget 
water. No matter how much 
you drink, it's probably still 
not enough. 

Let's face it. You have to 
be nuts to run a marathon 
unless you are being chased 
by an armed bandit. But if 
you train properly, the exhil¬ 
aration you'll feel at the finish 
line will make all the crazi¬ 
ness worthwhile. Tim Smart 


From 0 to 26.2 Miles 
In Six Months 

► Run two or three times a 
week for 30 to 45 minutes at 


at the slower pace until you 
reach 20 to 26 miles 

► Take occasional minute- 
long walk breaks on long runs 

► Give yourself one or two 


iuno ui uu linn- comfortable nare *► bive yourseir one or two 

utes, and long weekend - rest c j a y S a week, before and 


runs gradually reaching 
26 miles and beyond. 
Galloway even encour¬ 
ages walking part of 
the time. His routine 
has greater appeal to 


► Once a week, run at a pace 
about two minutes per mile 
slower than your norm until 
you get to 12 miles. Then 
shift to once every other week 


right after the long runs 

► Bike or swim on off days 

► Take time out for injuries 


DATA: BUSINESS WEEK 
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Business Opportunities 


Attorney Services 


EXECUTIVE 

CONSULTING 

Call the S&K Group today to receive 
your free, NO OBLIGATION video 
and literature explaining how you 
can start your own specialized 
business consulting practice with a 
moderate amount ofstart-up capital. 
Discover how a number of our 
associates annually earn $150,000 or 
more applying the S&K approach. 

( 8001660 ^ 33 ^^ 


$350K+++ Annual Profit 
Potential From Home 
from less than $10K start up! 


• $75K possible first few months 

• Nominal overhead 

• Exciting breakthrough products 

• 24 hour support system 

• No employees • No inventory 

• No selling experience required 

• Flexible hours 

• Portable-operate anywhere you 
have fax and phone 

Financial freedom can be yours in 
90 days! Find out more today: 

1-800-432-0018, Ext. 5252 
Fax 207-767-1103 


rMAKE MONEY AS A^ 
BUSINESS FINANCE 
CONSULTANT 


I Arrange Business Loans and 
EquipmentLeasesfrom $1,000 to 
$10 million. No co-brokering. Work 
directly w/National Lenders. 
Unlimited earnings potential and 
residual income. NO| 

COLOR brochure and FREEH 
computer disk 

CALL 1-800-336-3933 


Lawsuit & Asset Protection 


• Corporations & Ltd. Partnerships 

• Offshore Trusts & Corporations 

• Private Offshore Banking 

• Tax & Estate Planning Strategies 

'Professional ■ Confidential 

Steven Sears, CPA-Attorney 
714-544-0622 


Business Opportunities 


SELL NEW PATENTED DEVICES 
in the Water Energy field 

and receive substantial profits. Simple 
15-minute demonstration produces 
dynamic results. Prime territories still 
available. Small initial investment. 
For details and Free sample 

Call 1-800-447-4962 

I Fax 310-530-1381 Chronomite Labs, Inc. 


CONSULTANTS 


International firm expanding 
in US needs independent 
consultants to represent our 
company. We offer some of the 
finest Training and Development 
processes available today. Very 
high income potential. Extensive 
training and support. 
Management, marketing, or 
consulting experience helpful. 
Send resume or brief personal 
history to: 

RESOURCE ASSOCIATES 
CORPORATION 

D.L. Engle, VP Development 
Department WB78 
31 Hickory Road 
Mohnton, PA 19540 
(800) 799-6227 Ext. 12 
Fax: (610) 775-9686 


Investment Opportunities 



BANQUE de PETITE MARTINIQUE 

St. George’s, Grenada, W.l. 

(809) 440-4949 Fax (809) 4404952 

E-Mail money@caribsurf.com 

Website http://the-banque.com 

When you get really serious about 
international investing call us!! 

• Your privacy is protected under law by the Grenadian Government 

• Interest rates for your deposits are competitive 

• Staff is made up of individuals with money center bank experience 

• Your investment will not be subjected to double taxation 




Int’l Marketing/Consulting 



Financial Services 


Private Capital 
Available 

Real Estate Dev., Business 
Funding, Seed Capital, Comml.’ 
Properties, Credit Lines, 
Equity & Debt 

InveCap 410-820-6713 


Franchising 


Franchise 

your business! 


Call for information about 
"Franchise Your Business" seminars, 
or information on franchising. 

Frcincorp nw 

Specialists In Franchise Development BW 

1-800-FRANCHISE (1-800-372-6244) , 


Education/Instruction 


University Degrees 


Approved Self Paced Home Study 
Associate Bachelors Masters Doctors 

Emphasis in: Business Admin. Public Admin. 
Health Care Admin, Human Resources, 
Finance, Int’l Business, Tech Mgmt, Law, 
Paralegal, Psychology, Computer Science. 

http://www.scups.edu 
Email: enroll@scups.edu 
1-800/477-2254 (24 hrs) 
Southern California University 
for Professional Studies 
1840 E. 17 St-BW, Santa Ana, CA 92705 


COLLEGE DEGREE 


BACHELORS • MASTERS • DOCTORATE 
For Work, Life and Academis 
Experience • No Classroom 
Attendance Required 
Call (800) 423-3244 
, ext 170 

Fax: (310)471-6456 
http://www.pwu-hi.edu 
or send detailed resume 
for Free Evaluation 

Pacific Western University 
1210 Auahi Street, Dept. 170 
Honolulu, HI 96814-4922 



Education/Instruction 


earn ]\J g A YOUR 

WITH THE FIRST UNIVERSITY 
TO BE AWARDED ISO 9001 

Bachelor, Master, Doctorate 


FREE Business Library 

12 Volume CD Reference Library 


* * Executive Certificates * * 

• Total Quality Management 

• Environmental Management 

• International Trade & Commerce 

Newport University 

20101 S.W. Birch, Suite #120 
Newport Beach, CA 92660 

http://www.newport.edu 
E-lMail: admissions@newport.edu 

714-757-1155 • 800-345-3272 


MBA by Distance Learning 

Major British university offers accredited MBA; no 
Bachelor's or GMAT needed. Chosen by Economist 
Intelligence Unit as one of world's best MBA programs. 

HERI0T-WATT UNIVERSITY I (800) MBA-0707 
North American Distributor I Ask for ext. 20 
6921 Stockton St, Suite 2, El Cerrito, CA 94530 

For immediate FaxBack literature: from your 
fax machine’s phone, call (510) 486-8900. 


Education/Instruction 


Get A College 
Degree In 27 Days 

BS/ MS/ MBA/ PhD., etc 

Including graduation ring, transcript, 
diploma. Yes, it’s real, legal, 
guaranteed and accredited. 

Columbia State University 

1-800-689-8647 24/hours 



BS, MA, MBA, Ph.D. 

EARN A DEGREE 

| Send resume for no-cost evaluation or call 

r/ (800) 240-6757 

6400 Uptown Blvd. NE 
~ 7 Suite 398-W 

Dept 64 

"^Albuquerque, New Mexico 87110 U.S.A. 


INVEST IN YOU 


Your VALUE Is What You Know 
Approved BS’s and Masters in Business and 
Engineering Through Distance Learning 

CNU 

CALIFORNIA NATIONAL UNIVERSITY 

16909 Parthenia Street, North Hills, CA 91343 

For Catalog Call 1-800-782-2422 
Web Site: http: //www.cnuas.edu 
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Computer Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LASERJET COLORPRO DRAFT/MASTER 

DESKJET DRAFTPRO DESIGNJET 

ELECTROSTATIC PLOTTERS RUGGEDWRITER 

HP 9000 workstations & Vectras 
Demo & Refurbished Equipment 
Ted Dasher & Associates 

4117 Second Ave. S. Birmingham, AL 35222 
Phone 205/591 -4747 Fax 205/591 -1108 
800/638-4833 • e-mail sales@dasher.com 


Conference Planning 


Put a World Leader 
at your Podium 


(SOO) 326-4211 

GREATER TALENT NETWORK INC. 

www.greatertalent.com 


Publishing Services 


Business Services 


INCORPORATE 


• FREE Information 

• All 50 States and Offshore 

• Attorney owned and operated 

1 - 800 - 672-9110 

www.corpcreations.com 


TRADEMARK 


RESEARCH REPORTS 


J 20,000 ACADEMIC TOPICS AVAILABLE! " 

I Send $2 for the 290 page catalog. ■ 
| Custom-mitten reports also available. | 

RESEARCH ASSISTANCE 

11322 Idaho Ave., #206BF 1 

I Los Angeles, CA 90025 | 

■ TOLL FREE HOTLINE: 800-351-0222 . 


http://www.research-assistance.com 


Business Services 


Publish Your Book 

75-year tradition of quality. Subsidy 
book publisher offers publishing 
services for books of all types. For 
free Author’s Guide write Dorrance- 
BW, 643 Smithfield, Pittsburgh, PA 
or call 1-800-695-9599 
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Personal Checks 

with the purchase of 600 

3-To-A-Page Business Checks 

only $ 29 95 + S&H 

(Offer good thru 12/31/97) 

1-800-239-4087 


ADVERTISE IN THE 
BUSINESS WEEK MARKETPLACE 
AND REACH OVER 6 MILLION 
RESPONSIVE READERS!! 

The next Marketplace section 
closes on August 22nd. 

For rates and information contact: 

Business Week Marketplace 
500 North Michigan Avenue 
Suite 2010 
Chicago, IL 60611 
Phone 312-464-0500 
Fax 312/464-0512 




1000 Temporary Tattoos with your Logo, 
Just SI89.00!! 

plus $10.00 S&H {CA add 7.25% sales tax) 

Customized! Full Color! 2”x2” 


Calico 

3000 Alamo Drive, Ste 201 • Vacaville, CA 95687 
Tel: 707/448-7072 • Fax: 707/446-8273 


Southeast Asia 


Cambodia 

Burma 

Indonesia 

Malaysia 

Philippines 

Papua New 

Guinea 

Nepal 


Culture • Wildlife • Nature 

Asia Transpacific 


formely Bolder Adventures 

800 642 2742 

www.SoutheastAsia.com 


MEN’S WIDE SHOES 

EEE-EEEEEE, SIZES 5-13 

FREE catalog-High quality 160 styles 


Travel/ Tours 


Menswear/Fashion 


Telecommunications Services 


Corporate Gifts 


HITCHCOCK SHOES, INC. 

Dept. 55H Hingham, MA 02043 
i-800-992 -wide www.wideshoes.com 


SECRETS? 


• Avoid the phone bill! 

• Use prepaid phone cards. 

• Save LD$ 

• Collectible Series! 


1-888-873-9327 


http://onewebstreet.com/marilyn/ 
Start your own phonecard business! 


Wines/Cigars 


Winecellars 

Humidors 



Beautiful burl root humidors for 75 
cigars only $169, includes humidi¬ 
fier, solution kit and hygrometer-a 
$100 value! Other models for up 
to 250 cigars with a mirror¬ 
like poly/lacquer finish and 
brass locksets. Display 
units with 2 glass doors & 
electric humidifier-holds 1500 cigars 
only $1395 and custom walk-ins hold millions! 


47 Deluxe Winecellars , 24 bottle cellars from 
$229, handmade wood cellars for 60 to 3400 
bottles, cooling units, custom racks and cellars. 



Call for a free catalog 800/777-8466 


Telecommunications Services 


FREE Audio Conferencing 


Special Offer!!! 

FREE 

Meet-Me Automated 
Conference Calls 
for the Month of 
this publication* 

(Day-Time Conferences ‘Subject to Availability) 

jt-wb M rPfn "Hales as LOW as 

m '.aa a a* b4~V~t P er minute." ' 

a* ^ O' ^ r l°l l l 

CT TELECOXFEREXCIXG SERI ICES. IXC 

Call 1-800-778-MEET now! 

www.eagle.net 

Referral Code: BW797ETSI 


Consumer Electronics 


Music World 
Computer World 

America's Only Catalogue of its Kind! 

Receive Our FREE Mail 
Order Catalogue Now! 

212 pgs. of Top Brand 
Names in 

Audio 9 Video 
Computers 9 Portables 
Home Office 
Music 9 Video & More 
All at Dis<ount 

BN09. Pfi<eS! 

Order Toll Free 24 Hours A Day, 7 Days A Week 

1 - 800 - 221-8180 











































































































1 he Business Week Education Program can give you and your students the insight 
into business that only Business Week provides. There’s no better way to drive home a point 
than by applying business concepts and theory to current business news. And there’s no better 
source than Business Week, the best-selling business magazine and recipient of the National 
Magazine Award. 

When you participate in the Business Week Education Program you and your students 

are eligible for the lowest possible subscription rates and you may also qualify to 
receive a free CD-ROM, containing Business Week archives. To get started, 
■\^3® It Sh* 1 ?! 6 \ call your personal account representative 

T at 1-800-843-7352. EnBHKnn 


Beyond news. Intelligence. 


© 1997, by The McGraw-Hill Companies, Inc. 
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Business Week Index 


PRODUCTION INDEX 


Change from last week: 0.5% 
Change from last year: 3.5% 


130 


PRODUCTION INDEX 

July 12=123.7 



115 - 


110 - 


July Nov. Mar. July 

1996 1996 1997 1997 

The index is a 4-week moving average 

The production index increased modestly during the week ended July 12. 

Before calculation of the four-week moving average, the index rose to 124.7, 
from 123.5. In the latest week, advances in the seasonally adjusted output 
levels of coal and lumber as well as rail-freight traffic offset declines in steel, 
electric-power, and crude-oil refining production. Auto and truck production 
were skewed by plant closings for model changeovers and some strike activity. 

BW production index copyright 1997 by The McGraw-Hill Companies 


LEADING INDICATORS 


Sources: Federal Reserve, HSH Associates, Bloomberg Financial Markets 


PRODUCTION INDICATORS 


STOCK PRICES (7/18) S&P 500 

LATEST 

WEEK 

915.30 

WEEK 

AGO 

913.68 

YEARLY 
% CHG 

43.3 

CORPORATE BOND YIELD, Aaa (7/18) 

7.15% 

7.19% 

-6.0 

INDUSTRIAL MATERIALS PRICES (7/18) 

105.6 

105.5 

-0.7 

BUSINESS FAILURES (7/11) 

NA 

NA 

NA 

REAL ESTATE LOANS (7/9) billions 

NA 

NA 

NA 

MONEY SUPPLY, M2 (7/7) billions 

$3,935.8 $3,926.7r 

5.0 

INITIAL CLAIMS, UNEMPLOYMENT (7/12) thous 

349 

377 

-4.1 

Sources: Standard & Poor’s, Moody’s, Journal of Commerce (index: 1990=100), Dun 
& Bradstreet (failures of large companies), Federal Reserve, Labor Dept. 

INTEREST RATES 

FEDERAL FUNDS (7/22) 

LATEST 

WEEK 

5.44% 

WEEK 

AGO 

5.47% 

YEAR 

AGO 

5.25% 

COMMERCIAL PAPER (7/23) 3-month 

5.54 

5.57 

5.50 

CERTIFICATES OF DEPOSIT (7/23) 3 month 

5.57 

5.60 

5.51 

FIXED MORTGAGE (7/18) 30 year 

7.65 

7.67 

8.44 

ADJUSTABLE MORTGAGE (7/18) one year 

5.81 

5.78 

6.21 

PRIME (7/18) 

8.50 

8.50 

8.25 


STEEL (7/19) thous. of net tons 

LATEST 

WEEK 

2,046 

WEEK 

AGO 

2,056# 

YEARLY 
% CHG 

5.5 

AUTOS (7/19) units 

113,360 

34,982r# 

-0.8 

TRUCKS (7/19) units 

96,933 

13,567r# 

4.6 

ELECTRIC POWER (7/19) millions of kilowatt-hrs. 

77,484 

69,507# 

5.2 

CRUDE-OIL REFINING (7/19) thous. of bbl./day 

14,919 

14,914# 

5.5 

COAL (7/12) thous. of net tons 

19,420# 

17,531 

1.8 

LUMBER (7/12) millions of ft. 

480.2# 

349.7 

5.0 

RAIL FREIGHT (7/12) billions of ton-miles 

24.9# 

22.1 

-0.8 

Sources: American Iron & Steel Institute, Ward’s Automotive Reports, Edison Electric 
Institute, American Petroleum Institute, Energy Dept., WWPAi, SFPA2, Association of 
American Railroads 

PRICES 

GOLD (7/23) $/troy oz. 

LATEST WEEK 

WEEK AGO 

324.900 319.500 

YEARLY 
% CHG 

-15.5 

STEEL SCRAP (7/22) #1 heavy, $/ton 

134.50 

143.50 

0.7 

COPPER (7/18) 0/lb. 

112.1 

111.1 

22.8 

ALUMINUM (7/18) 0/lb. 

75.0 

75.0 

9.5 

COTTON (7/19) strict low middling 1-1/16 in., 0/lb. 71.67 

70.86 

-7.6 

OIL (7/22) $/bbl. 

18.76 

19.43 

-13.4 

CRB FOODSTUFFS (7/22) 1967=100 

238.67 

239.60 

-12.4 

CRB RAW INDUSTRIALS (7/22) 1967=100 

332.72 

332.75 

-0.3 

Sources: London Wednesday final setting, Chicago market, Metals 
market, NYMEX, Commodity Research Bureau 

Week, Memphis 

FOREIGN EXCHANGE 

JAPANESE YEN (7/23) 

LATEST 

WEEK 

115.76 

WEEK YEAR 

AGO AGO 

116.10 107.93 

GERMAN MARK (7/23) 

1.82 

1.80 

1.49 

BRITISH POUND (7/23) 

1.68 

1.67 

1.55 

FRENCH FRANC (7/23) 

6.14 

6.07 

5.03 

ITALIAN LIRA (7/23) 

1773.0 

1745.8 1516.0 

CANADIAN DOLLAR (7/23) 

1.38 

1.37 

1.37 

MEXICAN PESO (7/23P 

7.834 

7.916 

7.608 

TRADE-WEIGHTED DOLLAR INDEX (7/23) 

105.3 

104.9 

97.2 


Sources: Major New York banks. Currencies expressed in units per U.S. dollar, 
except for British pound in dollars. Trade-weighted dollar via J.P. Morgan. 


#Raw data in the production indicators are seasonally adjusted in computing the BW index (chart); other components (estimated and not listed) include machinery and defense 
equipment. l=Western Wood Products Assn. 2=Southern Forest Products Assn. 3=Free market value NA=Not available r=revised NM=Not meaningful 


THE WEEK AHEAD 


EMPLOYMENT COST INDEX 

Tuesday, July 29, 8:30 a.m.EDT ► Wages 
and benefits likely rose 0.8% in the second 
quarter, says the median forecast of econo¬ 
mists polled by mms International, one of 
The McGraw-Hill Companies. Labor costs 
rose a subdued 0.6% in the first quarter. 

CONSUMER CONFIDENCE 

Tuesday, July 29, 10 a.m.EDT ► The Con¬ 
ference Board's index of consumer confi¬ 
dence likely rose to 130 in July, after rising 
to a 28-year high of 129.6 in June. 

SINGLE-FAMILY HOME SALES 

Wednesday, July 30, 10 a.m.EDT ► New 
single-family home sales probably fell to an 


annual rate of 815,000 in June, after surg¬ 
ing 7.1% in May, to a rate of 825,000. 

GROSS DOMESTIC PRODUCT 

Thursday, July 31, 8:30 a.m.EDT ► The mms 
survey expects that real gross domestic 
product grew at an annual rate of 1.8% in 
the second quarter, after surging 5.9% in 
the first. Consumer spending led a slow¬ 
down in final demand, but inventory accu¬ 
mulation remained hefty last quarter. 

EMPLOYMENT 

Friday, Aug. 1, 8:30 a.m.EDT ► Nonfarm 
payrolls likely grew by 200,000 in July, 
after rising 217,000 in June, says the mms 
report. However, the total may be lower 


because summer school closings, which 
should have been captured in the June 
data, were not. So educational payrolls like¬ 
ly dropped in July. The unemployment rate 
probably remained at 5%. 

PERSONAL INCOME 

Friday, Aug 1, 8:30 a.m.EDT ► Personal 
income and consumer spending each prob¬ 
ably increased by 0.4% in June. Both 
income and spending rose by 0.3% in May. 

NAPM SURVEY 

Friday, Aug. 1, 10 a.m.EDT ^ The National 
Association of Purchasing Management’s 
business index likely edged up slightly, to 
56% in July, from 55.7% in June. 
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Yesterday. 

Today. 

Tomorrow. 


Famous & Historic Trees 
Bring History Alive! 
Yesterday*.. 

In 1785, George Washington planted 
a tulip poplar at Mount Vernon. Our 
first president kept meticulous journals 
about his estate and planted many 
trees. 

Today... 

The George Washington Tulip Poplar 
is now over 200 years 
old and towers over 
the graceful estate on 
the Potomac River. 

The seeds from the 
original George 
Washington Tulip Poplar have been 
hand-picked and grown into small, 
direct-offspring trees. Each tree in a 
complete planting kit is accompanied 
by a Certificate of Authenticity, 
attesting to its historic event. 
Tomorrow... 

You or your business can sponsor 
Famous & Historic Trees for planting 
at schools — educational resources that 
will be used for generations. You will 
also help AMERICAN 
Forests - the oldest 
national nonprofit 
conservation organiza¬ 
tion, founded in 1875 — 
continue our work to 
preserve trees and forests, far into the 
twenty-first century. 




Call 1*904*765*0727 or write to: 


American Forests 
Famous & Historic Trees 


8555 Plummer Road 
Jacksonville, Florida 32219 

IRICAN 
ORESTS 


TREES 

mil 

m 


Index to Companies 

This index gives the starting page for a story or 
feature with a significant reference to a company. 
Most subsidiaries are indexed under their own names. 
Companies listed only in tables are not included. 


ABB 6 
ABC 73 

Adobe Systems (ADBE) 40 
Aetna (AET) 28 
Airbus Industrie 42 
Allianz 54 

Alpha Equity Research 76 
American Airlines (AMR) 42,66 
American Express (AXP) 6,62 
America Online (AOL) 42,58, 

96 

Amoco Production (AN) 81 
Andersen Consulting 32 
Apple Computer (AAPL) 4,66, 

96 

Ascend Communications 
(ASND) 28 

Ashanti Goldfields 58 
AT&T (D 30 
@Home 66 

B_ 

Bath & BodyWorks 79 
Bay Networks (BAY) 58 
Bell Canada 81 
Bell Laboratories 66 
Big Lots (CNS) 65 
Bison Group 4 
Bloomberg 58 

Blue Cross Blue Shield of Ohio 

76 

Boatmen’s Bancshares 
(BOAT) 38 
Body Shop 79 
Boeing (BA) 42 
British Petroleum (BP) 81 
Brown Brothers Harriman 76 

C_ 

Cambridge Technology Partners 
(CATP) 32 
Carrefour 56 
Central Fidelity (CFBS) 38 
Champion International 
(CHA) 28 

Chicago Tribune 14 
Chrysler (C) 6,28,66 
Cincinnati Entertainment 81 
Circus Circus (CIR) 65 
Citibank (CCI) 65 
Citicorp (CCI) 86 
CKS Partners 66 
Coca-Cola (K0) 28 
COLOR 81 

Columbia/HCA Healthcare 
(COL) 76 

Compaq Computer (CPQ) 42 
Consolidated Stores (CNS) 65 
Continental Airlines (CAI.A) 42 
Corporate Express (CEXP) 28 
Corrections Corp. of America 
(CXC) 28 
Cray Research 66 
CRT 32 

CUC International (CU) 42 
Cyberonics (CYBX) 36 

D_ 

Dainong 46 
DAIS Group 28 
Dell Computer (DELL) 42 
Delta Air Lines (DAL) 4,42 
Detroit Newspapers 38 


Deutsche Bank 54 
Deutsche Telekom 58 
Digital Equipment (DEC) 66 
Dongbang Peregrine 
Securities 46 
DreamWorks SKG 66 
DresdnerBank 54 

E_ 

Eastman Kodak (EK) 30 
Electricite de France 56 
Endesa 56 
ESPN 73 

F_ 

Facility Performance Group 40 
Fiat (FIA) 56 

Fidelity Intermediate Bond Fund 
(FTHRX) 86 

Fidelity Investments 76,86 
Firstar (FSR) 38 
First Bank System (FBS) 38 
First Call 42 
First Union (FTU) 38 
Fleet Bank (FLT) 4 
Ford (F) 14 
France Telecom 56 
Fuji (FUJIY) 30 

G_ 

Galen Health Care 76 
Galloway Productions 88 
Gamma Labs 30 
Gannett (GCI) 38 
Gateway 2000 (GATE) 58 
General Electric (GE) 28,62 
General Motors (GM) 6,16,28 
Gessy Lever 56 
Gillette (G) 28 
Goldman Sachs 54 
Grace (W.R.) (GRA) 6 
Grand Metropolitan (GRM) 42 
Gucci Group (GUC) 65 
Guinness 42 

H_ 

Hambrecht & Quist 58 
Hanbo 46 

Harbor Bond Fund (HABDX) 86 
Harris Webb & Garrison 36 
Haworth 40 
HealthTrust 76 
Heidrick & Struggles 6 
Hewlett-Packard (HWP) 66 
Hilton Hotels (HLT) 65 
Honda (HMC) 16 
Host Marriott (HMD 28 
Humana (HUM) 76 
Hypotheken- und 
Wechselbank 54 


IBM (IBM) 42,66 
Independence Investment 
Advisors 30 

Information Resources 30 
Instinet 58 
Intel (INTC) 58,66 
Intimate Brands (LTD) 79 


Investcorp International 65 
Iomega (I0M) 58 
Island 58 

J 

Jinro 46 

John Hancock Sovereign 
Investors Fund 28 
Johnson (S.C.) 79 
Johnson Wax 79 
JunghensUSA 81 

K_ 

Kay-Bee Toy & Hobby Shops 
(CNS) 65 

Keefe Bruyette & Woods 38 
Kia Group 46 
Kmart (KM) 30 
Knowledge Adventure 32 
Knowledge Universe 32 
Korea First Bank 46 

L_ 

Leggett & Platt (LEG) 65 
Lifetime 73 
Limited, The (LTD) 79 
LMVH 42 
Loomis Sayles 86 
Lyonnaise des Eaux 56 

M_ 

Macromedia 66 
Mattel (MAT) 32 
McDonnell Douglas (MD) 42 
McGraw-Hill (MHP) 93 
McKinsey 32,46 
Mercantile Bancorporation 
(MTL) 38 

Merrill Lynch (MER) 30,38 
META Group (METG) 32 
MFK Bank 56 

Microsoft (MSFT) 8,40,58,66, 
96 

MIPS (SGI) 66 
Mitsubishi Motor 16 
MMS International (MHP) 93 
Morgan (J.P.) (JPM) 54,79 
Morgan Stanley (MWD) 28,65, 
66 

Morningstar 86 
Morton Research 38 
Munich Re 54 

N_ 

NationsBank (NB) 38 
Navio 66 
NEC 66 
NetGravity 66 
Netscape Communications 
(NSCP) 66 

New Enterprise Associates 66 
News Corp. (NWS) 42,86 
New York Islanders 4 
Nintendo 66 
Northern Trust (NTRS) 22 

O_ 

Odd Lots (CNS) 65 
Omega Advisors 65 
Oneximbank 56 
Oppenheimer 42 
Oracle (ORCL) 32 

P_ 

Pacific Investment 
Management 86,87 
Pennzoil (PZL) 42 
PepsiCo (PEP) 66 


Philip Morris (MO) 6 
Pictra 66 
Pixar 66 

Procter & Gamble (PG) 28,66 
Productivity Point 
International 32 
Prudential 34 

Prudential Securities 22,30 

R_ 

Renaissance Solutions 
(RENS) 32 
RMX Technologies 81 
Rostelecom 56 

S_ 

Sammi 46 

SBC Communications (SBC) 8 
Sega 32 

Signet Bank (SBK) 38 
Silicon Graphics (SGI) 6,66,96 
SmithKIine Beecham (SBH) 6 
Sony (SNE) 51 
Southwest Airlines (LUV) 4 
SteinRoe Income Fund 
(SRHBX) 86 
STET 56 

St. Jude Medical (STJM) 36 
Strong Corporate Bond Fund 
(STCBX) 86 

Stuart Karten Design 81 
Summit Bancorp (SUB) 38 
Sunbeam (SOC) 42 
Sun Microsystems (SUNW) 42, 

66 

Svyazinvest 56 

T_ 

Tektronix 66 
Tele-Communications 
(TCOMA) 8 

Telefonica de Espana 56 
Telefonos de Mexico 58 
Telesoft Ventures 81 
Tenet Healthcare 76 
3Com (C0MS) 42 
lime Warner (TWX) 42,66 
Toronto Blue Jays 42 
Toshiba 66 
Total 45 

U_ 

UCAR International (UCR) 65 
Union Pacific Resources 
(UPR) 42 

U.S. Bancorp (USBC) 38 
USF&G (FG) 28 

V _ 

Vanguard Group 4,86 
Vereinsbank 54 
Viewpoint Software 66 
Vimpel-Communications 58 
Volkswagen 56 

W_ 

Wachovia (WB) 38 
Wackenhut Corrections 
(WHC) 42 

Walt Disney (DIS) 51,73 
Wells Fargo Bank (WFC) 76 
Wing Tai Holdings 6 

Y _ 

Yacktman Asset 
Management 79 

Z_ 

Zions Bancorporation (ZION) 65 
Walt Disney (DIS) 
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Investment Figures of the Week 


STOCKS 


S&P 500 

July Jan. July July 17-23 



: 938.56 


- 905 


52-week change 1 -week change 

+ 49 , 5 % 0 . 0 % 


COMMENTARY 

A barn-burning week in the fi¬ 
nancial markets. The Dow Jones 
industrial average, after declin¬ 
ing below 7900 on July 18, 
staged a powerful rally in the 
days that followed, climbing to 
almost 8100. Interest rates tum¬ 
bled, while companies generally 
reported strong earnings. The 
market's activity was largely 
sparked by Federal Reserve 
chairman Alan Greenspan, who 
testified in Congress on July 22 
that the recent U. S. economic 
performance is “exceptional.” 
The dollar, also reacting 
to Greenspan's testimony, rose 
to a six-year high vs. the mark. 


INTEREST RATES 


TREASURY BOND INDEX 

July Jan. July July 17-23 






j 

k m HI 















-1550 

: 1542,90 


52-week change 

+ 6 . 3 % 


1-week change 

+ 0 , 4 % 


MUTUAL FUNDS 


% change 


U.S. MARKETS 

Latest 

Week 

Year 

Dow Jones Industrials 

8088.4 

0.6 

51.1 

NASDAQ Combined Composite 

1567.7 

-0.8 

50.4 

S&P MidCap 400 

307.1 

0.2 

43.3 

S&P SmallCap 600 

168.2 

-0.6 

36.8 

S&P SuperComposite 1500 

200.3 

0.0 

48.1 



% change 

SECTORS 

Latest 

Week 

Year 

Bloomberg Information Age 

296.1 

-0.4 

62.4 

S&P Financials 

105.9 

0.6 

64.8 

S&P Utilities 

197.6 

-2.2 

5.5 

PSE Technology 

324.6 

0.4 

81.1 



% change 

FOREIGN MARKETS 

Latest 

Week 

Year 

London (FT-SE 100) 

4874.5 

-1.8 

32.9 

Frankfurt (DAX) 

4406.1 

4.9 

80.0 

Tokyo (NIKKEI 225) 

20,130.5 

-1.1 

-2.4 

Hong Kong (Hang Seng) 

15,738.8 

1.9 

47.1 

Toronto (TSE 300) 

6765.2 

0.3 

37.5 

Mexico City (IPC) 

4742.1 

-0.9 

57.9 



Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P 500 Dividend Yield 

1.60% 

1.62% 

2.29% 

S&P 500 P/E Ratio (Last 12 mos.! 

) 23.4 

23.5 

18.0 

S&P 500 P/E Ratio (Next 12 mos.)* 19.0 

18.8 

NA 

First Call Earnings Surprise* 

2.55% 

1.87% 

NA 



Week 


TECHNICAL INDICATORS 

Latest 

ago 

Reading 


BEST-PERFORMING Last Last 12 

GROUPS month % months % 


Computer Systems 
Oil & Gas Drilling 
Semiconductors 
Oil-Well Equip. & Svcs. 
Communications Equip. 


23.4 
22.8 

20.5 
20.2 
16.7 


Semiconductors 

Trucking 

Computer Systems 
Invest. Banking/Brkrge. 
Savings & Loans 


127.7 

117.5 

113.6 

104.6 

103.8 


WORST-PERFORMING Last 
GROUPS month % 


Last 12 
months % 


Metal & Glass Containers -9.8 
Photography/Imaging -6.5 

Hospital Management -4.0 

Long-Dist. Telecomm. -3.9 

Pollution Control -2.7 


Gold Mining 
Photography/Imaging 
Manufactured Housing 
Engineering & Constr. 
Electric Companies 


-19.9 

-6.9 

- 1.2 

-0.9 

1.1 


BLOOMBERG MONEY FLOW ANALYSIS 
Price 


Rebound ahead? Stocks with most 
significant buying on price weakness 


1-month 

change 


S&P 500 200-day average 790.0 

Stocks above 200-day average 80.0 % 

Options: Put/call ratio 0.45 

Insiders: Vickers Sell/buy ratio 2.83 

Data: Bloomberg Financial Markets; 


784.2 Positive 
80.0% Negative 
0.45 Negative 
2.42 Negative 

First Call Corp. 


Telebras-ADR 

143 Vs 

-1 S /8 

Pennzoil 

76 V2 

- 7 /8 

Bell Atlantic 

74 3 /i6 

-%6 

Nynex 

56 5 /s 

“J£“ 

United Healthcare 

53 

-t’/4 

Wells Fargo 

259 3 /4 

-16% 

Decline ahead? Stocks with most 
significant selling on price strength 

Price 

1-month 

change 

Intel 

88 3 /4 

16 5 /32 

Microsoft 

144 Vs 

16Vi6 

Dell Computer 

160 

40% 6 

Ascend Communications 

52 V 2 

12 Vie 


Amgen 

Pfizer 


59 5 /w_ 

61 


7 /l6 

5^/8 


KEY RATES 


Latest Week Year 
week% ago% ago% 


BLOOMBERG MUNI YIELD EQUIVALENTS 


Data: Bloomberg Financial Markets 


MONEY MARKET FUNDS 

5.16 

5.16 

4.93 

Taxable equivalent yields on AAA-rated, tax-exempt municipal bonds 


90-DAY TREASURY BILLS 

5.19 

5.17 

5.30 

assuming a tederal tax rate. 

10-yr. bond 

30-yr. bond 

6-MONTH BANK CDS 

5.18 

5.18 

5.04 


Latest 

week 

Last 

week 

Latest 

week 

Last 

week 

1-YEAR TREASURY BILLS 

5.51 

5.51 

5.85 

GENERAL OBLIGATIONS 

4.53% 

4.61% 

5.10% 

5.18% 

10-YEAR TREASURY NOTES 

6.15 

6.20 

6.80 

PERCENT OF TREASURIES 

73.72 

74.58 

79.33 

80.00 

30-YEAR TREASURY BONDS 

6.43 

6.48 

6.97 

TAXABLE EQUIVALENT 

6.57 

6.68 

7.39 

7.51 

LONG-TERM AA INDUSTRIALS 

6.90 

6.94 

7.47 

INSURED REVENUE BONDS 

4.67 

4.72 

5.32 

5.37 

LONG-TERM BBB INDUSTRIALS 7.24 

7.32 

7.92 

PERCENT OF TREASURIES 

75.99 

76.36 

82.75 

82.93 

LONG-TERM AA TELEPHONES 

7.13 

7.18 

7.81 

TAXABLE EQUIVALENT 

6.77 

6.84 

7.71 

7.78 


«■ S&P 500** H§ U.S. Diversified SH All Equity 

4-week total return 52-week total return 

EQUITY FUNDS 
Leaders 

Four-week total return 

% 

Laggards 

Four-week total return 

i % 

EQUITY FUND CATEGORIES 
Leaders 

Four-week total return % 

Laggards 

Four-week total return 

% 


. 0 



Fidelity Select Energy Serv. 

17.1 

Gabelli Gold 

-12.7 

Technology 

10.2 

Precious Metals 

-6.7 


__ 7a ~...tt_5 

- -fflHHS- - ■ 

-50 

Van Wagoner Mid-Cap 

16.9 

Invesco Strategic Gold 

-11.5 

Mid-cap Growth 

6.6 

Diversified Pacific/Asia 

0.1 





Fidelity Select Computers 

16.3 

Bull & Bear Gold Investors 

-11.0 

Large-cap Growth 

6.2 

Diversified Emerging Markets 

0.2 


— 4 

it 

-40 

Robertson Steph. Info. Age A 

15.5 

Midas 

-11.0 

Small-cap Growth 

6.1 

Japan 

0.3 



I 


Amerindo Technology D 

15.2 

Van Eck Gold Opport. A 

-10.7 

Small-cap Blend 

5.3 

Latin America 

0.4 


3 

Jr 

||||gj- - 30 

Leaders 


Laggards 


Leaders 


Laggards 



. M _ _2 


jig-- 20 

52-week total return 

% 

52-week total return 

% 

52-week total return 

% 

52-week total return 

% 


II V 



Lexington Troika Russia 

125.8 

United Svcs. Gold Shares 

-46.5 

Financial 

54.9 

Precious Metals 

-27.0 


-“■h-m-- 1 


ISp 10 

ITT Hartford Cap. Apprec. A 

97.4 

Bull & Bear Gold Investors 

-42.2 

Technology 

50.1 

Japan 

-3.2 



Jf 

Ill! °z 

Fidelity Select Electronics 

91.4 Morgan Stan. Inst. Gold A 

-40.6 

Large-cap Growth 

44.7 

Diversified Pacific/Asia 

6.5 





Pioneer Growth A 

78.8 

Lexington Strat. Invmts. 

-38.6 

Large-cap Blend 

43.3 

Pacific/Asia ex-Japan 

10.4 

Data: Morningstar, 

Inc. 


Rydex OTC 

77.7 

Midas 

-36.0 

Latin America 

43.1 

Utilities 

19.7 


All data are as of market close Wednesday, July 23, 1997, unless otherwise indicated. Industry 
groups include S&P 500 companies only. Fundamentals, technical indicators, Bloomberg mon¬ 


ey flow analysis, and mutual fund returns are as of July 22. For a more detailed explanation, write 
to us or E-mail figures@businessweek.com. NA=Not available **Vanguard Index 500 Fund 
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Editorials 


LET THE ECONOMY 
KEEP CRUISING 

H istory shows that it's all too easy for Federal Reserve 
policymakers to stumble when the ground shifts under 
their feet. After the oil price shock of the 1970s, the Fed ran 
an excessively loose monetary policy, allowing inflation to 
entrench itself. And too-tight monetary policy in the early 
1930s was the main reason why the Great Crash of 1929 
turned into the Depression. 

The U. S. economy seems to be passing through yet an¬ 
other watershed period now—and so far, Alan Greenspan 
appears to be doing a better balancing act than many of his 
predecessors. For now, he sees no reason to raise rates, and 
rightfully so. Greenspan clearly accepts the reality of the 
New Economy: the combination of technology, globalization, 
and other forces that allow low unemployment and strong 
profits to coexist with low inflation. In his Humphrey-Hawkins 
testimony to Congress on July 22 and 23, Greenspan noted 
growing evidence of what he called “basic improvements in 
the longer-term efficiency of our economy.” Additional support 
for this view could come on July 31, when the official gov¬ 
ernment statistics probably will be revised to show faster pro¬ 
ductivity growth in recent years (page 25). 

The Fed's next move depends on how the economy does in 
the rest of 1997. If growth is too strong, or if inflation picks up, 
Greenspan will be quick to argue for higher rates. If growth 
slows to a 2% to 2.5% rate in the second half as the Fed and 
most forecasters project, some may argue that rates should de¬ 
cline. Our own view is that the economy can and will grow 
closer to a 3% rate in the second half—and that productivity 
gains will continue to keep inflation in check. Greenspan will 
probably sit tight the rest of the year, and that's fine with us. 

SILICON GRAPHICS’ 
CAUTIONARY TALE 

I n Silicon Valley (to paraphrase Leo Tolstoy), successful 
companies are all alike, while every unsuccessful company is 
unsuccessful in its own way. Despite the region's glittering rep¬ 
utation, flameouts do happen. And when the mighty stumble, 
the fall can be spectacular. Look at Apple Computer Inc., 
which makes the critically acclaimed Macintosh technology 
that may one day be a relic, and which has had a long and 
painful corporate unraveling that recently was capped by CEO 
Gilbert F. Amelio's departure. Equally startling is the abrupt 
free fall at Silicon Graphics Inc. Here was a company that had 
everything going for it: cutting-edge workstations, ballooning 
revenues as recently as two years ago, and a chief executive 
who was a White House regular. Like successful companies in 
Silicon Valley, sgi seemed to have the Midas touch (page 66). 
But good managers, even in Silicon Valley, know there is no 


place for hubris in a hotly competitive, constantly evolving 
marketplace. Flexibility, adaptability, and nimble shifts in 
strategy assure success. While sgi sold its vaunted worksta¬ 
tions, PC makers were making more and more powerful ma¬ 
chines, which are catching up fast with a lower-cost business 
model. And while sgi waded into new markets such as in¬ 
teractive tv, the Internet revolution was capturing the at¬ 
tention of dozens of neighboring companies in the Valley. 
Amid these challenges, sgi's chief executive was having an of¬ 
fice romance, while other managers engaged in behavior 
more appropriate to a frat house than a corporate office. 
Bad luck and bad strategy at sgi combined to pull the com¬ 
pany down—and now a new set of deputies to the chief ex¬ 
ecutive must try to turn things around. It's a sorry tale, 
and a cautionary one. 

NYSE VS. NASDAQ: 
INVESTORS WILL WIN 

I t was only a few years ago that the venerable Big Board 
seemed to be showing its age. Where did the brash young 
high-tech companies go to float new offerings? NASDAQ. Where 
did the action increasingly seem to be, as more and more 
small companies rose in importance, and the volume of trad¬ 
ing in their shares grew and grew? NASDAQ. Slowly but sure¬ 
ly, though, the New York Stock Exchange has reinvented it¬ 
self. Clubbiness is out—witness the elevation two years ago of 
Queens (N. Y.)-bom Richard A. Grasso, a 30-year NYSE em¬ 
ployee, to the chairmanship of the nyse. The old hidebound 
mentality is out, too. Grasso has embraced technology pro¬ 
grams that his predecessors launched and made a concerted 
effort to raise the exchange's global profile. Today, a seat 
on the exchange goes for a cool $1.35 million, and the nyse is 
drawing big high-tech names such as America Online Inc. 

There's no doubt that the nyse has profited of late from 
nasdaq's woes; in 1996, the Securities & Exchange Com¬ 
mission accused market makers of colluding to set prices, and 
the National Association of Securities Dealers, nasdaq's par¬ 
ent, was required to shore up regulatory operations. But 
NASDAQ is marketing itself aggressively these days to defend 
its turf. The battle has been joined between the nyse, home 
of the highly automated specialist-trading system, and NASDAQ, 
home of the computerized market-maker system (page 58). 

The nyse has generally higher listing fees but can boast a 
strong brand identity, wide global reach, and a vigorous reg¬ 
ulatory effort. Spreads are narrowing on both the nyse and 
NASDAQ, so neither may be able to claim an advantage there. 
But multiple market makers on nasdaq offer companies 
greater liquidity, and many giants that got their start on 
nasdaq, such as Microsoft Corp., are loyal. Meanwhile, mak¬ 
ing waves on the sidelines are computerized alternative trad¬ 
ing systems, which are handling more transactions for pow¬ 
erful institutional traders. Add it all up, and the world of 
investing is more competitive than ever. For companies rais¬ 
ing capital, as well as for investors, that can only be good. 
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From a rugged mountain vista to deep in the plush forest, nature calls out for us. And the 1997 Toyota 

4Runner, available in either 2-wheel or 4-wheel drive, is one of the only machines capable of answering that 

[ ' * 

challenge. With a powerful 183-hp V6 engine* and the highest ground clearance in its class, you'll be able to 

I r ; ■ : ; ' • 

handle almost anything nature may throw at you. And with 4Runner's roomy interior and available leather- 
| trimmed seats, civilization's never really that far away. The 1997 Toyota 4Runner. Your answer for the call of the wild. 


Call 1-800-G0-T0Y0TA or visit our website at: http://www.toyota.com for a brochure or full-line CD-ROM plus the location 
of your nearest dealer. ©1996 Toyota Motor Sales, U.S.A., Inc. Buckle Up! Do it for those who love you. Toyota reminds you to Tread Lightly!® on 
public and private land. *183-horsepower V6 engine standard on 4Runner Limited and 4Runner SR5 models. Vehicle shown with optional equipment. 


® TOYOTA 4RUNNER 

I love what you do for me 
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BEFORE YOU ASK WHAT 

KIND OF KNUCKLEHEAD WOULD BROADCAST HIS 
CONFIDENTIAL BUSINESS, MAY WE ASK IF YOU’VE GOT AN 

ANTI-EAVESDROPPING PHONE? tsr~ i 


Trying to keep business calls private without our new Q phone 
makes as much sense as making this guy head honcho of security. The 
secret is QUALCOMM’S CDMA digital technology. It’s the only technology 
that assigns each of your calls one of 4.4 trillion possible codes that 
continually scramble as you talk. The net result is private, secure calls 
CDMA also protects you from phone number theft. Naturally, this phone 
is essential for those calls where confidentiality is important. You know 
like goss-iping about your boss and co-workers. For a closer look, contact 
us at www.qualcomm.com/cdma or 1-800-349-4188 or 1-619-651-4029 (outside USA) 


Qualcomm 


CDMA Digital 
( PCS Phone 
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